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CHAPTER I 
INTRODUCTION 



The optimal Job search paradigm has frequently been invoked as an 
explanation of labor market phenomena such as turnover and unemploy- 
ment. Policy-related discussions of such matters as the (alleged) 

unemployment-inflation tradeoff (the so-called Phillips curve)^ and the 

2 

effects of the institution of unemployment insurance have been carried 
out using this framework. This study is an attempt to test seveial 
hypotheses implied by optimal job search theory, using a relatively 
unique data set. 

First, a multivariate analysis of the determinants of the duration 
of spells of unemployment is performed, using data from national 



^This controversy concerns the question of whether high rates of in- 
flation are associated with low unemployment rates, at least in the 
short run. A number of causal mechanisms have been proposed to ex- 
plain this relation. If there is no tradeoff, then the resulting 
phenomenon is known as a "vertical Phillips curve" located at the 
"natural rate of unemployment." The voluminous research on this topic 
has been reviewed and criticized by Santomero and Seater (iPToJ. The 
present study can be considered a direct contribution to that litera- 
ture only in the sense that it sheds light on whether, say, the un- 
employment insurance system has increased the "natural unemployment 
rate; that is to say, whether the Phillips curve has shifted out- 
ward" (see Chapter VI for further discussion). 

^The substantial policy concern over the economic effects of this 
system is evidenced by the papers persented at the Symposium on the 
Economics of Unemployment Insurance, most of which will be discussed 
in Chapter III. See Katz and Hight (19TT) for a sumraaiy of the 
discussion- See also Hamermesh (1977)- 
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probability samples of young men (aged 1? to 29) and middle-aged men 
(aged 1*8 to 61;). Although a number of analyses of this sort have 
appeared in the literature, most of which focus on the effects of the 
liberality of unemployment benefits on unemployment duration, this 
study distinguishes itself by the richness of the data available, the 
specification of a larger and better set of "control" variables, and 
the attention paid to the possibility that the effects of certain 
variables on young workers may differ from their effects on older 
workers . 

The analysis described above, in a sense, examines the deter- 
minants of the "average" level of unemployment duration. But hy- 
potheses concerning the distribution of this variable can also be de- 
rived from search theory. These hypotheses have largely been ignored 
by researchers, but they are tested in this study. Again, explicit 
attention is paid to possible differences in the behavior of younger 
and older workers. This part of the analysis has possible policy 
implications in terms of such matters as the proper interpretation of 
unemployment statistics^ and the effects of minimum wage laws. 

Finally, a multivariate analysis is performed in which the de- 
pendent variable is the hourly rate of pay obtained by members of the 
samples after their unemployment experience. Again, the hypotheses 
that are tested are derived from optimal job search theory. In fact, 
5st of these hypotheses are corollaries of the hypotheses tested in 



mo£ 



^Cf. Salant (19TT). 
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the preceding sections. It can hardly be said that search theory pro- 
vides a unitary explanation of any given result; hence, this analysis 
is interesting in that it provides a test of the ability of search 
theory to explain a range of results. It also has policy relevance in 
that it provides estimates of the "benefits" of liberal unemployment 
insurance benefits to workers who are (presumably) enabled to "hold 
out" for higher remuneration. The proper measurement of returns to 
search for younger and older workers, respectively, is considered. 

An additional respect in which this investigation has public 
policy relevance stems from the fact that it sheds light on the effects 
of aggregate demand conditions. Two researchers who studied the 
turnover and unemployment behavior of young workers over the 1966-69 
period concluded that: "Perhaps the most significant fact about the 
youth labor market from a policy viewpoint is the severe disruption 
brought about by declining aggregate economic conditions (Antos and 
Mellow (19TT), p. 8.3)." This study permits some conclusions as to 
whether that finding can be generalized to middle-aged workers, and 

whether it can be generalized to the 1969-71 period, a time that wa=5 

h 

even more definitely characterized by declining aggregate demand. 
Other findings of this study with possible policy interest relate to 

^For instance, the monthly unemployment rate rose almost monotonically 
from 3.U percent in January 19^9 to 6.2 peicent in December 1970 and 
remained fairly constant at about the 6 percent level throughout 
1971. 
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the question of racial differences in unemployment duration and wage 
gain and whether such differences can be explained by the optimal job 
search paradigm. 

Plan of the study 

Chapter II contains a discussion of theoretical considerations, 
mainly derived from search theoxy. Chapter III reviews the relevant 
empirical literature. Chapter IV describes the data and the models 
in detail. Chapter V contains the results of the analyses proposed in 
Chapter IV. Chapter VI discusses overall conclusions, policy implica- 
tions, limitations of this study, and suggestions for future research. 



CHAPTER II 



CONCEPTUAL FRAMEWORK 

Optimal ,iob search theory 

The essence of search theory, as applied to search in the labor 
market, is the modeling of the "optimal'' reservation wage. That is, 
abstracting from nonpecuniary considerations, the searcher is assumed 
to select a rate of pay such that he/she will accept all offers greater 
than or equal to that rate of pay, and reject all other offers. The 
"optimal" reservation wage is assumed to be based on maximizing earn- 
ings, which in turn is based on the wage offer distribution, the costs 
of search, the span of the searcher's horizon, and other factors. 
FurtheriTiore, it is assumed that the searcher will receive the rate of 
pay that is eventually accepted for the rest of his/her working life- 
time."^ 

In this chapter we will spell out a number of predictions that 
can be derived from optimal Job search theories, and which will be 
tested in this study. These predictions have been derived under the 

"^This assumption is not restrictive; in fact, it is almost tautologi- 
cal, so long as the relevant "lifetime" (e.g., tenure on the sub- 
sequent Job) is identified. 

^Hypotheses that will not be tested below, for lack of plausible em- 
pirical counterparts, include the searcher's subjective discount 
rate, his attitude toward risk, and the dispersion of the wage offer 
distribution; hence, there will be no theoretical discussion of these 
factors. Feinberg ( 1977a) claimed to have estimated the effects of 
risk attitudes and wage offer dispersion, but his proxies (especially 
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following assumptions: 

1) The "period" is derined in such a way that the searcher can 
receive at most, one offer per period. 

2) The wage offer distribution is known to the searcher. 

3) The searcher uses a sequential decision rule, in which he 
decides at the time of each new offer whether to cc ntinue 
searching or to accept the latest offer. 

h) Previous offers cannot be recalled. 
As arenber,^ and Oaxaca (19T6, p. 755 ) have noted, "the implications 
of these models are fairly robust and appear to be invariant to many 
of the assumption.." In fact, most of the hypotheses spelled out be- 
low have been derived, un-ier fairly ,v:neral conditions, from models 
of "batch" search prcer.ne. .i.e., the number of periods of search ir. 
fixed in advance) (Sti,ler (196.. :962)-, Cchmidt (l9T3)); a model of 
search from an ,u,Knowr> distribution (Rothschild (197-0); and a model 
of "variable .ear^-h i.ten:-;ty" In which search time can be substituted 
for leisure in orcer to generate more offers per period (Barren and 
3 

Mellow (1977) ). " 

the risk at,tit ude index) were questionable. There do not appear to 
be a^ studies thar atte:npt to take Individ >al differences in dis- 
count rates into acovount. 

^Most of these theoretical contributions have been s,™i2ed by 
Burdett (1973) and Lippnan and McCall vl976a). 



The predictions to be tested below arise in three general areas: 
l) the correlates or determinants oi' the duration of search; 2) the 
distribution of the duration of search; an«I 3) the correlates of the 
return to search, especially the correlation between the duration of 
search and the retui'ns to sear'ch. 

The determinants of the 'lurati on of .search 

The averare duration of search inversely related the pro-- 

bability that ^. i^e-ircher will receive an "acceptable" wane offer (i.e. 

one that excee^is or ^^qualc the reservation waf^e). T^iis, in turn, is 

the product of the probability tliat the searcher will receive tiny 

offer and the probability that the offer will be acceptable, f^iven 

). 

that an offer was received. Gymbo I ically, 

P (acceptable offer) = P (offer) • P (w >_w*/offer), (l) 
where w* is the reservation wace. One rnplication that will be 
tested in this study follows immediately from (l): 

1 ) The duration ^f search varies inversely with the probability 
of receiving an olTer in a given period .^ 

"^See Barron (1975), Parsons (1973), and Sandell (1977). 

^Time subscripts have been omitted from (l) for the sake of conven- 
ience* The possibility that w* varies over tine, ats well as the im- 
plications thereof, is discussed starting on p. 10 belov. 

^Actually, an increase in P (offer) induces an increase in the reser- 
vation wage, and hence a (pai^tially offsetting) increase in P (w >_ 
w*/offer). But Feinberg ( 1977b) has shown that the effect of P 
(offer) on duration is still unambi^juously negative; i.e., that the 
"direct" effect dominates. 



8 



Variations in p-earch co.t. are exooct.ed to produce two orr.ettlnr 
effects on search duration. First, those searchers who have lower co.ts 
of search (or hir.her lovelr. of search sul,sidies, such as unemployment 
insurance) will be better ab]e to "hoi ■ out" for higher wares; that is, 
they will select more strin.-ent rer.ervation ware policies, cet. ^ar. 
It is clear from (l) (and intuitively obvious) that the duration of 
search will vary directly with '.he reservation ware. Second, there is 
the possibility that searchers wit- r.ore financial resources at their 
disposal may use these t es- urees to increase the rate at which offers 
are received (c.r,., Payia- the ad.iitional transportation costs neces- 
sary to visit more prospective employers per week), thus shortenin,, 
the duration of I^once the rollowinr pre.liction: 

->) The nuranlor, _^jljioa;^^j:ii^arv directly or inversely v:ith 

the costs of search . 

Burdett ( 1.973) has .hown that, pers -ns with lon.-er horizons over 
which the returns to search are oxp.cted to accrue will set hirher 
reservation war.es. This orif.ciple can be made tr.ansparent by the 



"•^To the exte 



the wealth 
identified here 



•en^ tha^ ^e-rcherc, '•er^vo utility from tine spent unemployed, 
effect on derr.and for leisure reinforces the price e.lect 
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Cf. Hainermesh (19TV, PP- This second ^'r^'^ ^J^l^ ' ''''' 

in models such as that of McCall (lOTO), where ^he searcher - 
assumed to be unable .o affect the rate at which o.fers I'l ^T^Z 
Also, Schmidt (10T3) has put f n-th a node; in v-h^ch ^^^^ ^^^^f^^^ '"^ 
purchase information as veil as wait 'passively, and hence both _ 
e?fecS occur. Schmidt .-edicted that the first effect wou d domi- 
nl[ef ieadinP; to an inverse relationship between search costs anc 
search duration. 



following simple example. Take two searchers, for both of whom the 
cost of another period of search is $100, and for both of whom the 
expected gain from "holding out*^ for '^hat additional period is an in- 
come stream of one dollar per period. The first searcher expects 
to receive said returns for 200 periods; the discounted value (asstirriin^^ 
a discount rate of one-tenth of a percent per period) of the income 
ytream is $l8l.I9, emd hence that searcher will choose to "hold out." 
The second searcher expects to receive the returns for only 100 periods 
(discounted value = $95-I2), and hence will not demand t/ne higher wage 
and incur the concomitant Jonger expected duration of search. To 
sunniarize the discussion: 

3 ) The liur J^lon of search varies directly with the span of the 
seat'cher's horizon . 

Grr)nau (197^0 'las derived this resuiu concerning the effect of 

variations in the wage offer level: 

U ) The duration of search varies inversely with the mean of the 

9 

wage offer distribution . 

The intuitive sense of hypothesis h) is that the foregone wage is 
a very important cost of search, and hence those who search from higher 

A shift in the nean of the wage offer distribution obviously decreases 
the duration of search if the reservation wage is held constant. But 
Gronau demonstrated more than that; he showed that even after the 
reservation wage is i^eviscd, e "pected duration decreases in response 
to an upward shift in the :iiean of the offer distribution. 
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wage offer distributions will ..n.^ lor less :-:trinr.ent (in the sem:c ol" 
longer expected duration) reservation vaf^e policies, c et. -par . 

The distribution of th--) ^juration of search 

Assume that a person searches from a stable offer density func- 
tion, say f(w), and that he/she selects an initial reservation wage, 
say w*. Then the probability that he/she will find an "acceptable" 
offer in a p;iven period (iirurwn .^s the transition rate)^° is equal to 

n* = r(w) dw • F (--■i-r) = (1 - ?(w*)l • P (offer), (2) 

where F(w*) is the value of the ciunulative distribution function 
associated with w*. Let us ass,.ne that P (offer) does not vary over 
the period of search. If re.T.ains ^.nstar.t over the period of 
search, then the transiticr. rate i. als., a constant function of the 
duration of search. Similarly, i ' the search experience causes the 
Job seeker to become more leni^ont in his/her wage demands (i.e., to 
select a revised reservation ..a,e of < w* ) , then the transition 

rate woald be 

n»» = (1 - F(w*M) • I 'offer^ = (F(w*) - F(W»*)) • 
P (offer) + ii* > il*. 
In. other wordr., in such a c.ase '.he transition rate is an increasing: 
function of the duration of search. Of course, it can also be shown 
that if there is an increasinf .equerce of reservation wages, then the 
transition rate wi ■ I va:-y inver.;-!, w^ th i^earch duration. 



10 , . , •..ii -^ -at'^, ".nr: :t .ortality rat e 

The terms escape rate , iH'JTJ^IjL-Ii-' -1' .^tU-j—'-lL- ' — 

are also used in the Literatare. 
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There is not quite so much theoretical unanimity amonf: the several 
variants of optimal search theory in this area as in the area dis- 
cussed in the preceding section. For instanc^e, one of the simplest 
and .Tiost straight foi-vard models is that propose^! (in slightly differ- 
er'c ^\;nns) by Mortensen (l970) and McCall (I9T0) (hereafter referred 
to as the M-M model). It is based, among others, on the postulates 
that the marginal cost of search is constant from period to period, 
and that the duration of an accepted job is expected to be infinite. 
From these assumptions one can derive the prediction that the reserva- 
ti'on wage that is initially selecteii will not be revised downward 
during the period of seru'ch. The full'-^wing \null) Hypothesis follows 
immediately : 

5a ) The probability oi' receivinn an acceptable Job offer in a 
^ -- jiven period does not var:/ with the duration of search . 

Competini: models of search behavior incorporate various condi- 
tions, any of which is sufficient to generate the prediction that re- 
servation wages will be revised downward. Some of these are: the 
declining marginal utility of leisure (Kasper (1967)); increasing 
marginal costs of search, especially those resulting from declining 
assets and liquidity in imperfect capital markets (Holt (1970)); the 
termination of unemployment compensation (Kasper (1967)); and a finite 
horizon, which causes the period of search to "cut into" the duratici. 
of the Job that is eventually accepted (Gronau (l97l)). The con- 
siderations all lead to the following prediction: 
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5b) The probability of rec e ivin>^ an acceptable ,iob offer in a 

, 11 

^iven period varies directly with the durat ion of search. 

The distribution of the dut-ation of search depends on whether 
5a) or 5b) is true. Generally spealcing, a distribution with the in- 
creasing transition rate property is les^ dispersed than a distribu- 
tion with the same mean ar.d a constant transition rates a distribution 
with a decreasing-: traiasition -.-ate is more disperse-:,. These assertions 
can be demonstrated fornially usin,; certain parametric assumptions; 
Appendix D wir provide such demoast rations , along with some heuristic 
iiscussion of them. 

The determinants of the -eturn:-- t, ? f.carch 

If a person searches fron. a stable wa,;e offer distribution, s.^ 
f(w), and selects an (initial) reser-.-ation wage, say w^ then the 
expected value of an acceptable wa,-e of-fer (as opposed to the ex- 
pected value of the offer distribution itself), is en/aal to 

E(w ) = '"'^ wf(w) dw / f(w) dw. 

^ a w* W" 

It can easily be shown thav. E(w.^) varies airectly with v* (see Appendix 
A); that is to say, those vho demand higher wages receive higher wages. 



^^Sant (1977) has argued that under certain conditions there is a 
theoretical b^sis for upward revisions in reservation ^^e^^/^;^- 
downward revisions in the probability of accepting an offer) from 
period to period. But he used a model of Bayesian _ inference ma 
case of search from an unknown distribution to ^^^J^^^^^f Jf^^J' ' 
It appears to be a pathological case (cf. Parsons (1975)) wi .h n 
intuitive basis, and it will not be considered further here. 



/.9 
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We have already seen that search theory identifies several factors 
that are presumed to affect the stringency of the reservation wage 
policies set by job seekers. In fact, the following predictions are 
straightforward corollaries of footnote 5 and hypotheses 2) and 3), 
respectively: 

6) The return to search varies inversely with the probability of 
receiving an offer . 

7) The return to search varies inversely with search costs . 

8) The return to search varies directly with the span of the 
searcher ' s horizon . 

The intuitive discussion presentfv.l a^.A^e in :-crH:-^r't:I on with hy- 
potheses l) through 3) is equally co[^err. hero.. 

In addition, Gronau (l97M has derived t.he following (intuitively 
obvious) prediction: 

9 ) The return to search varies di.^ec\-.ly with the mean of the 
wapre offer distribution . 

Intuitively, those who search from more lucrative distributions 
receive and accept more lucrative offers. 

The following (competing) predictions are corollaries of hy- 
potheses 5a) and 5b): 

10a) The return to search does not vary with the duration of 

search ^ 

10b) The return to search varies inversely with the duration of 
search. 

o 

ERIC 
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The Role of Age 

The theoretical considerations presented above suggest several 
vays in which the search behavior of older workers may be expected to 
differ from that of younger warke-s. First, consider the presumed 
effects of the span of the searcher's horizon. A Job seeker with a 
thirty-year horizon has a horizon tha.t is infinite, for all practical 
purposes; we should e>:pect little difference in behavior between such 
a person and one with a forty-year horizon.^' On the other hai.d, the 
length of a worker's expected working lifetime should make a differ- 
ence ainong middle-aged searchers. We have seen that two effects of 
a finite horizon are a positive correlation between the length of the 
horizon and th. reservation wage (,.yp-theses 3) and 8)), and a nega- 
tive correlation between tf.o reserv.,tion wage .nd the dura.tion o'^ 
search (hypotheses 5b) and 10b)). The following predictions follow: 

11) u^ot.h^.es '.b). 8), .n . lOb) are more likely to be con- 

firmed bv the behavior of midd ] f-'^'^ ^'^^^'^ ^^^^ °^ ^"^'^^^ 

workers > 

l^This assertion can be made transparent by considering the P^^^^^^ 
value of an income streajn of $100 per year, disco-anted at a rate oi 
lo percent per year. The present value of a thirty-year st-a.n s 
$9U2.69, as opposed to that ^->f a forty-year stream. .$977.91) , neither 
is significantly different from the present value of $100 per year 
received in perpetuity; namely, $1000.00. 

l^To continue the example used in t he preeedin,, '^^^^^^f^'^^e 
counted value of a five-year income streari is $379.08, whereas the 
diSounted value of a ten-ye.r strean, is $6ll..'.6, a substantial 
difference . 
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The second factor combines theoretical with institutional con- 
siderations. Insxitutional rigidities, especially minimum wages 
established legally or otherwise ("social minimum"), may prevent job 
seekers from effectively lowering their wage demands. To the extent 
that this factor is important, it has its greatest impact on workers 
at low wage levels, "^^ and relatively more young searchers would be s( 
affected relative to middle-aged job seekers. Therefore we would 
expect that: 

12) Hypotheses 5b) and 10b) are more likely to be confirmed for 
middle-ap:ed workers than for younp;er workers . 

The third source of divergence in behavior between younger and 
middle-aged workers arises not from optimal job search theory, but 
from the theory of human capital and earnings profiles. Since 
middle-aged men have relatively flat profiles, the rate of pay of the 
job that is eventually accepted is a reasonably good proxy for the 
return to search over the span of the worker's horizon. However, the 
corresponding profiles for younger workers tend to diverge, depending 
on the extent to which they forego earnings for (formal and informal) 
on-the-job training. For this reason it is not clear that the 



-^ Crosslin and Stevens (l9TT, pp. 1299-1300) have asserted^^that rigidi- 
ties also exist at the upper end of the wage spectrum: "...there are 
concentrations of union members who are barred from accepting less 
than scale wages as a condition of membership." But it is doubtful 
that this factor is that important, in the absence of barriers to 
occupational and industrial mobility. In fact, during the 1969-Tl 
period 62.9 percent of the young men and hh.l percent of the middle- 
aged men changed one-digit occupations when changing jobs, and 70.3 
percent of the young men and ^3.1 percent of the middle-aged men 
changed one-digit industries. 

-^^Cf. Mincer (197^^ ) • 
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acceptance wage rate is the appropriate measure of the return to 
search. Although this consideration does not affect the hypotheses 
spelled out above, it should be kept in mind when constructing empiri- 
cal tests of those hypotheses. 

Summary 

The verbal and mathematical development of hypotheses l) through 
12) in the preceding pages may have seemed rather obtuse. Tables 1 
and 2 provide a concise summary, however. Table 1 sets forth the 
hypothesized effects of the exogenous variables on the two dependent 
variables (the duration of search a.nd returns to search), as well as 
the effect of the one on the other- Table 2 indicates the expected 
effect of the elapsed duration of sear-ch on the transition rate (i.e., 
on the probability of terminating search). 

l^lnvestment in search is formally analogous to investment in school- 
ing in that both involve foregone earnings and perhaps explicit 
costs as well. Mincer 1197U) has ^ihovm that returns to schooling 
are best measured at the "overtaxing point," which is approximately 
equal to the inverse of the discount rate, and hence occurs several 
years after the investment is made. Presumably the same result 
holds for search inveGtmenLu. 
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Table 1: Hypothesized Partial Effects of Various Factors on 
Duration of Search and Gross Returns to Search 



Wage offer level 

Probability of receiving, 
an offer 

Search costs 

Horizon 

Duration of search 

+ Positive effect 

0 No effect 

- Negative effect 

? Uncertain effect 



Duration 



Returns 



Young Middle-aged Young Middle-aged 



men 



men 



? 
+ 



men 
+ 

+ 

? 
0 
0/- 



Table 2: Hypothesized Effects of Duration of Search on 
Transition Rates 



men 



+ 

? 
+ 
0/- 



Yo\ing men 



+/0 



Middle-aged men 



+/0 



+ Positive effect 

0 No effect 

- Negative effect 

? Uncertain effect 



CHAPTER III 
A REVIEW OF THE EMPIRICAL LITERATURE 

Numerous empirical analyses that purport to test various aspects 
of search theory have appeared in recent years. This chapter examines 
those studies which are most germane to the present study, both because 
they tested (or tried to test) the same hypotheses that are tested 
here, and because they are especially instructive in terms of empirical 
design. 

The duration of unemployment 

The studies reviewed in this section are generally multivariate 
analyses in which a variable representing the duration of unemployment 
(in a given spell, or in a given year) is the dependent variable, and 
various proxies for the determinants of search duration discussed in 
Chapter II above are the independent variables. 

The first type of analysis involves regressing the duration of 
unemployment on a reported reservation wage. Sometimes such an equa- 
tion is estimated as part of a simultaneous model of the determination 
of reservation wages and unemployment duration; this approach is ex- 
emplified by the work of Stephenson (19T6) and Crosslin and Stevens 
(1977). Sometimes the equation is estimated in a single equation 

■^As Kiefer and Neumann (l978) have noted, applications of this theory 
have touched on phenomena ranging from advertising expenditures to 
marriage and divorce. 

-19- 
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context, as in Sandell (19TT). Since these studies are not very com- 
parable with the model proposed in Chapter IV below, which follows a 
"reduced form" approach in that observable proxies for the determi- 
nants of reservation wage strategy are used as explanatory variables, 

2 

they will not be reviewed in detail here- 

The second type of study consists of models estimated from data 
collected on unemployment insurance claimants in selected cities or 
states. Marston (1975), Holen (1977), and Classen (1977) are exmaples 
of this genre. 

The third type of study corresponds most closely to the present 
study. These .analyses all utilized national ss^nples of unemployed 
workers; in fact, ail but one utilized the National Longitudinal 
Surveys data, which are used in this study. ^ The five studies in this 
category that will be reviewed here are Ehrenberg and Oaxaca (1976) 
(hereafter E-0); Antos and Mellow (1977) (hereafter A-M); ^chmidt 
imk); Grasso (1977); and Hills (1976). 

Many of these studies were concerned with the effects of the un- 
employment insurance (hereafter Ul) system on unemployment duration. 
Hence, it would be useful to bring together the estimated effects 



^Besides, the possible problems with the use of responses to hy- 
pothetical questions (discussed below) may be applicable here. 

^Schmidt also used the Survey of Economic Opportunity to "cross-check" 
the results obtained using the NLS data; however, that data set is 
so laden with problems (most of which Schmidt discussed) that those 
findings merit no space hex-e. 
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derived from several studies; this has been done in Taole 3. 

The shortco^in^^s of stuliei; of UI ci tir.juits such as Ciacsen 
and Holen have been discussed in detail by ;iainermesh (1977) and 
Welch (1977). The most important of these are the fact that the de- 
pendent variable is the nximber of weeks that benefits were collected, 
which is not always a good proxy for the duration of tmemployinent 
(e.g., in cases in which respondents exhaust their benefits), and the 
restricted sample, which limits the ability to generalize the findin^^s 
to the entire population. Besides, the data used for these jtudioi: 
were not especially rich in variables (other than unemployrnent 
insurance-related variables) that could affect unemployment duration. 

Schmidt (l97^) analyzer, data from the National Longitudinal 
Surveys (hereafter NLS) of men aged U5 to 59 for the period 1966-67. 
ITie dependent variable in his analysis was the duration of a ispell of 

c 

unemployment. ' His most important findings were that the duration of 
unemployment is positively related to the receipt of unemployment 
compensation and negatively related to the rate of pay received on the 
previous Job, ^is he hypothesi 7.ed. But he also found that the duxation 
of search was negatively related to the renpondent's time horizon, 

^Schmidt (l97U) and Marston (1975) also found that unemployment dura- 
tion is positively related to UI benefits, but their methodology did 
not permit the derivation of estimates comparable to those presented 
in Table 3. 

^Schmidt also pi-ovided a very r.ood explanation of why this measure is 
superior to others (e.g., number of weeks of unemployment in a year) 
as a dependent variable. 
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Table 3: Estimated iLffect or. Diiration ';t' Unernpioyment of an 

Increase in Weekly Uneniployment Benefits of Ten Dollars 



Es t imat e d Effect (weeks) 



Study Sample 

Classen (l9TT) UI claimants, Pennsylvania 1-1 

Ehrenberg and n ) i ^ 

Oaxaca (1976) Men aged lU.2U, nationwide u,ui 

Men, aged ^5-59, nationwide 0.b9 



Hills (19T6) Men, aged 25 and up, n-ition- 

wide 

Holen (1977) ''^'^ claimants, several cities 



a. 

0.13 



0.9 



""calculated assiminr an hourly rate ^.>V pay on the prennemployme: 
Job of $U.OO, a workweek o:' ^^n-ty hours, and a duration of une: 
ment of ten weeks. 
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which is not consistent vith search theory. It is not clear why 
Schmidt chose to represent the receipt of unemployment benefits by a 
dichotomous variable (E-0 used a continuous variable in the study to 
be reviewed below, which used the same data for the same time period). 
In any event, the estimated effect of unemployment benefits is biased 
upward for reasons to be discussed below in connection with the work 
of E-0, Besides, as in other studies to be reviewed presently, data 
limitations led him to confine the analysis to respondents employed 
at both survey dates, thus censoring a number of observations, 
especially on the long-tera unemployed, and possibly introducing 
biases. 

E-0 analyzed the duration of unemployment using data on all four 
NLS cohorts. Only the results for two o:^ the cohorts will be reviewed 
here.^ The analysis for the young men used data frou the period be- 
tween the 1966 and 196? surveys (as had Schmidt); the model for 
the young men (aged ih to 2h in 1966) was estimated using data from 
the 1966^69 period. E-0 regressed the logarithm of the mean duration 
of the respondent's spell of unemployment in a year (the ratio of the 
number of weeks unemployed to the number of spells in a year) on the 
level of unemployment benefits, race, marital and dependent status, 
several variables representing asset levels, and the local labor market 



^:he relatively low labor force participation rates of the two female 

cohorts (women a^ed lU to 2h in 1968 and women aged 30 to i4i4 in 196?) 

only complicates interpretation of the results. Besides, only the 
two male cohorts are used in the present study. 
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uneniployment rate, among others (the list of independent variables 
used varied somewhat from cohort to cohort). The amount of unemploy- 
ment compensation received per week was consistently found to be 
significantly and positively related to the log of the duration of 
unemployment, as expected; some of the "control" variables were 
statistically significant in some variants of the model. 

E-0, like Schmidt, excluded data on respondents who were mt 
employed at the survey dates defining the beginning and end of the 
time •■-•riod under consideration. Their use of the average duration 
of a spell of unemployment for those experiencing more than one spell 
in the period may have caused heteroscedasticity in the dependent 
variable. Furthermore, the reason for separation (quit versus :iay- 
off or discharge) could not be ascertained unambiguously for those 
respondents who had more than one spell of unemployment. In fact, 
observations corresponding to temporary layoffs were included in the 
analysis; for reasons given in Chapcer IV below, this is not very 
appropriate. 

Both Schmidt's and E-O's estimates of the effects of unemployment 
benefits may be biased upward. The laws of most states requxre a 
waiting period of at least a v^eek before benefits are paid to claim- 
ants (Welch (1977), p. U59); hence, a long spell of unemployment may 
"cause" the receipt of benefits, as well as vice versa. Furthermore, 
E-O's unemployment benefit variable is a "replacement ratio" (defined 
as the ratio of the weekly amount of benefits to the weekly rate of 
pay on the previous job), ostensibly because it is the policy variable 
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that varies from jurisdiction to Jurisdiction. However, this variable 
is difficult to interpret, since it is an amalgam of the respondent's 
skill level (the denominator)'^ as well as the liberality of benefits 
(the ntmerator), especially for respondents who are receiving the 

g 

maximum level of weekly benefits allowed by law. One does not know 
whether to "attribute" uhe observed positive relation to the numera- 
tor, the denominator, or both. It is better to treat these con- 
ceptiially distinct variables separately. 

A-M analyzed the NLS data on yoiing men for the period 1966-70. 
They regressed the number of weeks of unemployment in a year on the 
variables representing the reason for separation, the year in question 
(a proxy for cyclical fluctuations in aggregate demand), marital 
statu., schooling, tenure, and the "market differential" (the devia- 
tion of the observed rate of pay from a "predicted" rate of paji based 
on the worker's characteristics). They found that aggregate demand 
was an important correlate of unemployment duration (a four-week 
differential between 1966 and 1970 corresponding to a slackening 
labor market), as were the reason for separation and the market 

'''if the preunemployment rate of pay contains transient components (as 
A-M argue), it may not even be the best measure of the worker's 
skill level. 

^Hills (1976), whose findings are reviewed below, determined that the 
majority of the members of his sajnple, taken from a national panel 
similar to that used by E-0, were in fact receiving the statutory 
maximum. 

^Their results using data on the young women will not be discussed 
here, for reasons given in footnote 6~ 



26 

differential. The effects of marital status, schoolin-, and tenure 
were found to be "sporadic (p. 6.6)." 

Several cr-iments on this study are in order. First, the use of 
the total duration of unemployment in a year as a dependent variable 
makes A-M's findings difficult tc compare to other studies reviewed 
in this chapter. This variable confounds two conceptually distinct 
phenomena; namely, the incidence and duration of unemployment. This 
problem is aggravated because the sample is not limited to those who 
had experienced at least some unemployment. Hence, whatever con- 
ceptual or policy relevance can be ascribed to A-M's results, it is 
hard to interpret them as an appropriate test of search theory. 
Second, as in the studies by E-0 and Schmidt, observations correspond- 
ing to individuals not employed at the endpoints of the period under 
consideration are eliminated from the analysis (but these cc5es are 
quantitatively less important here, given the longer period of time 
under consideration). Third, no variable representing the receipt 
of unemployment benefits was included; such an omission is especially 
surprising given the inordinate attention paid to this variable by 
other researchers, to the virtual exclusion of other possible deter- 
minants of unemployment duration. Hence, it is difficult to argue 
that search costs were adequately controlled for. 

In fact, A-M gave a most peculiar interpretation to the observed 
positive relation between tne market differential and unemployment 
duration. They reasoned that respondents with large market differ- 
entials were able to '-am higher wages because they had had lower 
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search costs (and hence had been able to hold out for higher pay) at 
the time they obtained the job they held before the period of un- 
employment in question. If such costs vere correlated over time, then 
the market differential could be considered an inverse measure of 
search costs. But they themselves suggested an alternative (and much 
less tortured) explanation: "[I]f a worker's positive differential 
is pure economic rent... he may. . .initially overestimate his wage dis- 
tribution and adopt an inappropriate search strategy, resulting in a 
positive relation between the market differential and subsequent 
duration (p. 6.5)."^° Presumably only the latter interpretation would 
have held had A-M used available data on more direct measures of 
assets and costs. In fact, perhaps the simplest explanation is that 
A-M implicitly controlled for the receipt of UI benefits, after all. 
The "market differential" variable reflects high preunemployment 
earnings, thus entitling the respondent to high UI benefits. 

Grasso (1977), using data on the NLS of young men in the period 
between the 1970 and 1971 surveys, regressed the duration of a spell 



^°Such a hypothesis can be generated formally only if one adopts a 
model of search from an unknown distribution. Even then, this re- 
sult is difficult to derive rigorously (cf. Sant (1977)). Further- 
more, this empirical model can be Justified only if it is (heroi- 
cally) assumed the previous wage is a good proxy for incorrect 
perceptions . 

^^Yet another explanation is that the market differential is a proxy 
for the reason for unemployment. People with higher market differ- 
entials are more likely to be laid off (Parsons (1972)). Since A-M 
could not ascertain whether respondents quit or were laid off in 
many cases, perhaps this variable is serving as a proxy. 
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of unemployment on a set of hman capital variables (including the 
hourly rate of pay, schooling, training, experience, and tenure), 
variables representing financial obligations that presumably drain 
assets and raise marginal search costs (marital status and number of 
dependents), the reason for separation, two variables that presumably 
control for the probability of receiving an offer in a period 
(urbanicity—residence in an SMSA— and the local labor market un- 
employment rate). Most of these regressors were not consistently and 
significantly related to the dependent variable in the several variants 
of his model. The one notable exception was the reason for separa- 
tion; as expected, those who had quit their previous job tended to 
experience shorter spells of unemployment, ceteris paribus; the 
difference amounted to 2.U weeks for whites and k.l weeks for blacks. 

Grasso's work exemplifies the potential that exists for exploit- 
ing the data that are available for the young men's NLS panel for the 
1969-71 period (obtainea from comprehensive work histories contained 
in the 1970 and 1971 surveys). The length of a spell of unemployment 
can be determined unajnbiguously , as can the reason for the separation 
that precipitated the spell; in the^e two respects, Grasso's work is 
superior to virtually all other studies reviewed here. But there are 
problems. The exclu'iion of spells in progress at the 1971 survey 
date, and possible biases caused thereby, could have been minimized 
by including data from the 1969-70 period as well as the 1970-71 period, 
which would also have Increaned the number of included observations 
relative to excluded observations. And Grasso's model specification 
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covad have been improved. For some reason, the weekly amount of UI 
benefits was not included as an explanatory variable. In addition, the 
hourly rate of pay was included as an independent variable along with 
the human capital variables that are presumed to be its determinants. 
The obvious simultaneity problems make the interpretation of the co- 
efficients rather unclear. 

Hills (19T6) used data from the University of Michigan's Panel 
Study of Income Dynajnlcs to estimate the effects of UI receipts on un- 
employment duration. His dependent variable was the log of the number 
of veeks of unemployment experienced by the respondent between 1969 and 
1971. The independent variables, in addition to a replacement ratio 
(the ratio of UI benefits to the preunemployment weekly wage), in- 
cluded variables representing age, human capital, occupation, industry, 
the local unemployment rate, and the maximum number of weeks for which 
the respondent was eligible. Unemployment duration was found to vary 
positively with the replacement ratio, as reported in Table 3- Other 

significant variables were the number of years of schooling, the 

12 

maximum duration of benefits, and the local unemployment rate. 

As Table 3 indicates, the estimated effect of UI benefits implied 
by Hills' study, although statistically significant, is small compared 
to the estimates produced by other researchers. One reason for this 
discrepancy is the fact that Hills used as his UI variable the level 



^^This discussion is based on the results obtained from an analysis of 
236 respondents who changed employers. Hills estimated models for 
other samples; those results will not be discussed here, since the 
samples are not quite as comparable to the sample used in the present 
study. 
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of benefits for which the respondent was eligible, rather than reported 
weekly receipts; as we have seen above, use of the latter measure leads 
to estimates that are possibly upwardly biased, because of the effect 
of the statutory waiting period. To that extent. Hills' estimate is 
more accurate than the others (especially E-O). This is one advantage 
of that study. Another is that it is based on a sample that is 
representative of a large segment of the labor force (male heads of 
household) . 

On the other hand, the study by Hills has several defects. First, 
the dependent variable measures total unemployment suffered over a 
three-year period. This is a function of the number of spells suffered 
as well as unemployment duration, which could account for the strong 
explanatory power of the local unemployment ^ finding not replicated 
by any other study. Second, the replacement ratio has an ambiguous 
interpretation, as in the case of E-0 discussed above. Furthermore, 
the censoring of incomplete spells at the end of the period and the 
inability to make a layoff/quit distinction are undesirable features 
of this study, as well as of the other studies reviewed above. 

Reservation wage ad.justments and tran sition rates 

The empirical testing of the M-M model (see Chapter II ) versus 
its competitors has generally involved correlating reported asking 



^^It was estimated that a respondent who lives in a community with an 
unemployment rate in excess of ten percent would experience 150 per- 
cent more unemployment than a respondent who resides m a locality 
with an unemployment rate of under k percent. 
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wages and the duration of unemployment for cross-section samples of un- 
employed workers. The most important such studies were those "by Kasper 
(1967), Barnes (l975), Stephenson (1976), and Crosslin and Stevens 
(1977). All of these studies found a negative relation "between the 
two variables, contrary to the prediction of the M-M model. However, 
the absolute magnitude of the estimated downward revision of reserva- 
tion wages generally did not exceed 3.5 per month (although larger 
drops were occasionally estimated for peculiar su"bsatnples) . 

The one important exception to this consensus is Sant (l977). He 
predicted that reservation wages would "be positively correlated with 
the duration of unemployment under some circumstances, as a consequence 
of learning a"bout the nature of the wage offer distri"bution. His 
analysis was confirmed using the NLS of young men. But the rationale 
for his model specification (especially with regard to an estimate of 
the mean of the wage offer distri"bution~predicted wage, which was 
crucial to his analysis) was not at all o"bvious. 

The question of whether unemployed workers actually increase 
their pro'ba"bilities of re-employment as a consequence of their (pre- 
sumed) lowering of reservation wages has been largely neglected "by 
researchers.^^ Katz (1975), using life tahle techniques often used hy 



■^^This is presuma"bly more interesting for "both analytical aid policy 
purposes than hypothetical questions ahout asking wages (cf. 
Rottenberg (1956)). The only two studies that seem to correlate 
hypothetical and actual behavior are Stephenson (1976) and Sandell 
(1977). Sandell found that members of the NLS panel of middle-aged 
women (aged 30 to hh in 1967 ) who reported higher reservation wages 
had longer spells of unemployment and higher postunemployment wages, 
as expected. However, Stephenson's analysis of young men did not 
confirm this finding very strongly. 
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demographers /5 found that transition rates were an increasing function 

of the duration of uneinployment for a sample of unemployed workers 

surveyed by the Bureau of Labor Statistics in 196l. However, that 

sample was limited to persons unemployed five weeks or more; besides, 

as Katz himself noted, the increasing probabilities of re-employment 

< 16 

may have been a result of improving economic conditions during 1961. 

Carr (1977), in a preliminary investigation of re-employment 
probabilities using the NLS of young men for the period between the 
1969 and 1971 surveys, found that the distribution of unemployment 
duration was roughly exponential, and hence the probability of accept- 
ing a Job in a period was invariant with respect to the length of the 
period of joblessness already experienced up to that point. The 
methodology used, as well as how that study is revised and improved 
upon here, can be found in Chapters IV and V and Appendix D below. 

The correlates of post.imemT^loyment ^nnep tance wafies 

Like the studies of unemployment duration using data on claimants 
cited earlier in this chapter, the studies to be reviewed here fall 
into two categories: those based on samples of unemployment insurance 
claimants and those based on national samples of unemployed persons, 

l^Reiated methods are used in Appendix E to f ^^^^^^g^f ^^^^^'^^f.^e 
tenure. The reference cited therein (Barclay (1958)) outlines tne 

methods used by Katz. 

is to say, in terms of equation (l) on p. ";2, what is chang- 
ing is P(offer) rather than w* (and hence P(w > w*/of fer ) . 
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claimants or otherwise. The first type of analysis is exemplified by 

Schmidt (l97^), Ehrenberg and Oaxaca (1976), and Hills (l976). Since 

both tVTDes of studies are concerned, arnong other things, with the 

effects of the liberality of benefits (both in terms of weekly amounts 

and the maximum number of "eligible" weeks) on the dependent variable 

(in this case, earnings and wages after the unemployment experience), 

it is once more useful to Juxtapose the findings of these diverse 

17 

studies; this has been done in Table U. 

Burgess and Kingston (hereafter B-K) analyzed data from three 
cities. They found that an increase of a dollar in the weekly amount 
of benefits increase subsequent annual earnings by 25 dollars, con- 
sistent with their hypothesis (and consistent with Job search theory). 
But, as Welch (l977) has noted, their work is defective in a nioraber of 
crucial respects. First, the subsequent earnings- data are from Social 
Security records and are truncated at $7,800. Second, unemployment 
duration was introduced as an explanatory variable, despite the 
obvious simultaneity problems. Third, those who exhaust benefits are 
excluded from the sample. Welch's overall comment was: "In sum, I 
find it difficult to be persuaded that the B-K estimates contain 
important lessons concerning effects of UI (p. U55)-" 

Holen (1977) and Classen (l977) used data sets similar to B-K. 
Holen reported that a $10 increase in weekly unemployment benefits 

17 

Schmidt (l97U) represented the level of UI benefits by a dichotomous 
variable ( receipt /non-receipt ) , so that it is hard to conpare his 
findings to those reported in Table h . 
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Table k: Estimated Effects on Postunemployment Hourly Rates of 
Pay of an Increase in Weekly Unemployment Benefits oi 
Ten Dollars 

„ , T^!:; t.imated E rr^^^f. (dollars) 
Study Sample — ■ 

Burgess and + oc .12 

Kingston (19TT) UI claimants, several cities 

Classen (l9TT) UI claimants, Pennsylvania 

02 

Ehrenberg and Men, aged lk-2k, nationwide -a 
Oaxaca (19T6) Men, aged k5-59 , nationwide 

Hills (19T6) Men, nationwide 

Holen (19TT) UI claimants, several cities 



01 

a 



.17 



or, VirMir-iv rate of pay on the preunemployment job 
'Calculated assuming an hourly rare oi pa.y 

of $i;.00 and a workweek of forty hours. 
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led to an increace in subsequent annual earnirir;s of abc^ut $350. Tliir. 
figure is surr-y biased upward because the least i:u^-cesr>l'ul sea^^chers 
(exhaustees) are selected out-"^'' Classen reported a statistically 
insignificant estimated effect of weekly benefit arnounti; )n sub- 
sequent earnings. 

The analyses of the post unemployment wages of the unemployed 
using surveys with national coverage, with the exception of Hills 
(19T6), are all based on the NLS data; in fact, all were published 
together with analyses of the duration of unemployment reviewed 
earlier in this chapter.''"^ Schmidt (l97U) analyzed the 1966-6? data 
for niddle-a.--ed men, as inentioried above, and found that the differenre 
in weekly earnings between the survey week Jobs reported before and 
after unemployment was positively related to the receipt of unemploy- 
ment benefits and the duration of unemployment; his explanation of the 
latter result is not at a: 1 obvious or clear- necially given that 
unemployment duration and acceptance wages are simultaneously deter- 
mined. The other variables (local labor market size, time horizon, 
etc.) were generally insignificant. 

E-0 regressed the logarithm of t>.e ratio of postunemployment rate 
of pay to the preunemploynent rate of pay on essentially the same set 

'^^Even Holen (p. 4^9) noted that by her calculations, an additional 
week of unemployment would cost only fifty dollars (foregone earn- 
ings minus benefits), and it woiild yield $350 a year in higher 
earnings , an implausible finding indeed. 

■^^Many of the limitations of these studies were discussed above, and 
are also applicable here. 
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Of independent variables used to explain the duration of unen:ploy.ent . 
They found that the level of unemployraent benefits (their principal 
variable of interest) was significantly and positively related to the 
dependent variable, as expected, for the .ample of n,MdLe-a<.ed ::>en, b.t 
not for you^g men. ^ey advanced one hypothesis for the latter find- 
ing: 

[Ylounger recipients of UI benefits may search for Jobs 
offeSng better opportunities for on-the-job training 
Jo the extent that this is true, we would expect them to 
accept Jobs with low postunemployment wages because _ot 
the investment options offered. Consequently. . -their 
returns to search would be more appropriately "^^^^^^^ 
^ning changes in their lifetime earnings streams 

{p, To5n. ) - 

^rhis is perhaps all quite true. But they continued: "Unfortunately, 
the data do not permit us to test this hypothesis." In fact, it is 
^.ecisely an advantage of a loncitudinal data set such as the NLS that 
one can follow a sample of respondents (such as those experiencing 
unemployment in a given period) and see how much they are earning at 
given points "down the road," and not Just immediately after the 
unemployment experience. A design for doing Just that is elaborated 
in Chapter IV and carried out in Chapter V of this study. 

Hills (1976) estimated an ei^ect of UI on postunemployment weekly 
earnings that is even larger than that foimd by Holen. But 
due to severe data limitations, this estimate is based on only ' o 
sainple cases; for that reason alone, no further discussion is 
warranted. 
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CHAPTER IV 



EMPIRICAL DESIGN 



The data base 

The data used to test the hypotheses spelled out in Chapter II 

come from the National Longitudinal Surveys of Labor Force Behavior 

(hereafter NLS). Specifically, data from the panels of yomig men 

(aged l)4^2i; in 1966) and middle-aged men (aged in 1966) are 

analyzed."^ The analysis focuses on the 1969-71 period, since the data 

2 

for that period are very detailed. The ability of the researcher to 
generalize to other periods of time on the basis of the results pre- 
sented in Chapter V may be limited because of peculiar features of 
this two-year period such as the state of the business cycle (althoio^h 
variations in a^^gregate demand vithin the period are controlled for). 



"^For a description of the data for young men, see Kohen et al . (l977), 
especially the paper by Grasso (1977)- For a description of the data 
for niddle-aged men, see Parnes et al,. (l97^)- 

"^The 1970 wave of interviews of the yoiaig men (conducted between 
October 1970 and February 1971) and the 1971 round of interviews 
(whi2h took place between October 1971 and February 1972) provided 
information on the characteristics (occupation, industry, rate of 
pay, etc.) of every Job held by a respondent in the previous year, 
as well as all spells of not working between said jobs. The 1971 
survey of the older panel (condujted between January and November of 
1971) provided a two-year retrospective work history (there was no 
1970 survey of the middle-aged men). 
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During the period under consideration, there were ^739 instances 
of employer changes among members of the younger cohort who were not 
enrolled in school, of which l821 resulted in periods of unemployment 
of at least one week. There were IOI6 instances of employer changes 
among members of the older group, of which 378 involved spells of un- 
employment . ' 

The variables 

The hypothesized relationships posited in Chapter II and summa- 
rized in Tables 1 and 2 all involve abstract concepts. To find the 
appropriate empirical representations ("proxies") of the concepts re- 
ciuires some care.^ This section discusses the variables that are used 
in the empirical analysis of Chapter V, organized by the theoretical 
concepts to which they correspond. 

TV,. H.^^tion of search . The studies reviewed in Chapter III 
above alonost invariably take the duration of unemployment (DUR) as 
the measure of the duration of search. The present study follows 

3only periods of unemployment resulting from employer changes (as 
op^sed tolemporary layoffs) will be analyzed in this study, for 
reasons given below. 

Sn this study, an "observation" il,-/-^-'^^ ^^^^SiSe^tlrfas^es 
unemployment, not a respondent. The two are not ^^^^^^^^^^^ 
where a respondent changed Jobs (was unemployed) more than once 
during the period under consideration. 

Ws point has been made most lucidly by Schmidt (l9TU). 

W Glossary (Appendix B) describes the variables in more detail. 
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suit. However, this assumption is tenable only under certain circum- 
stances. First, it is well documented thnt -nployees on temporary 
layoff generally expect to be recalled., ojid ^o] )m pursue other employ- 

g 

ment opportunities. Hence, we use onl^' observ ttions based on in- 
stances of separations (i.e., employer changes). Second, spells of 
unemployment experienced while respondent is enrolled in school ar. 
excluded from the analysis, since it can plausibly be assumed that 
because of the time devoted to school, an unemployed student seai'ches 
less "intensively" tha:i a comparable nonstudent. Finally, the NLS 
data permit the researcher to ascertain not only the number of "idle" 
weeks between jobs, but also the number of those weeks durinj^ which 
the respondent was actively looking for work. The latter measure 3l 

used, as it appears to correspond more closp-ly to the theoretical 

9 

notion of search behavior. 

The return to search . The I05 of the hourly rate of pay on the 
first job"^^ (LNPOSTWAGE) landed by the respondent after the spell of 



Two variants of this variable are also employed at certain points in 
the analyses reported below. These variables are LNDUE (the natural 
logarithm of DUR) and LNDURRES (the "residual" of LNDUR). These 
variables are defined in Appendix B, and the rationale for using them 
rather than DUR will be di^jussed in context. 

Q 

Both Feldstein (19T6) and Barron and Mellow (l9TT) have documented 
this assertion. 

^Of course, the two variables are very highly correlated (r = .85 for 
the young men; r = .91 for the middle-aged men). 

■^^In fact, the "first job" is defined here as the first job of at least 
one month's duration. There is a certain a.ir*ount of veiy casual em- 
ployment, especially among the young men; it would be inappropriate 
to gauge the returns to search by such brief experiences. 
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unemployment is used to measure the outcome of the search process. 
This procedure is consistent with the studies reviewed in Chapter III. 
In the case of the middle-aged men, the use of this variable does not 
appear to involve any heroic assumptions, since wage profiles tend to 
be rather flat (or even slightly downward sloping) in that age range. 
But for reasons explained on pp. l5-l6 above (and "confirmed" empiri- 
cally by E-O's anomalous results mentioned in Chapter III), it is not 
clear that the initialrate of pay is the most appropriate measure of 
"success" in search for young men. Hence, a variable measurinf- th ^ 
annual gain in the log of the hourly rate of pay (DUWAGE) will also 
be used to measure returns to .-;arch for this cohort. 

Wap:e offer level . ITie mean of the ( unobservable) offer distribu- 
tion is represented by two variants of predicted log hourly rate of 
pay, SKILLl and SKILL2, the derivation of which is discussed in de- 
tail in Appendix C. 

Probability of receiving an offer . A vector of three variables 
serves as proxies for this concept: namely, the local unemployment 
rate (LOCUR); the local labor market size (LMSIZE); and the reason 
for separation from the previous employer (QUIT). The Justification 
for using each of these variables is as follows. The local imemploy- 
ment rate is expected to be negatively correlated with the probability 
of discovering an offer, because it reflects cyclical as well as 
structural influences on aggregate demand. Labor market size is 

llcf Feam (1975). Fleisher and Rhodes (19T6) have argued, in a 
somewhat different context, that cross-sectional variation in un- 
employment rates reflects primarily differences in the demographic 



included on the supposition that the greater concentration of employers 



in urban areas makes searching large numbers of prospective employers 
12 

more efficient. Quitters are presumed to be more likely to have 
anticipated their separations, and hence to have conducted some search 
while still employed (cf. Schmidt (197^); Antos and Mellow (19T J. 
We know that much job search takes place while people are employed, 

if only because a substantial proportion of employer changes occur 

^ 13 

without spells of unemployment. 

Search costs . The variables that fall under this rubric include 
the amount of unemployment compensation -eceived per week (UC), assets 
(assets), nonlabor income (EXOINC), the number of dependents excluding 
the wife (DEP), and the wife's income (WFIN).'^^ The level of un- 
employment benefits is liypothesized to subsidize search, a:id its 



composition of local labor markets. Whatever the merit of such an 
argument, the variable used here is not purely '^cross-sectional" in 
that it is measured as of the year in which the spell occurred, and 
hence there is variation in it within local labor markets. 

"^^Of course, this is at least partially offset by the fact that there 
are more persons looking for jobs in urban areas. 

''""^In our two samples. 6l.6 percent of the young men and 62.8 percent 
of the middle-aged men who changed jobs reported no unemployment 
associated with the change. See also Mattila (l9T^)- 

"^^Due to various data limitations, the variable WFIN could only be 
defined for the sample of young men. The questions asked of the 
respondents in the panel of middle-aged men generally do not permit 
the researcher to differentiate between the wife's income and the 
income of other members of the household. 
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empirical importance war. documented in Chapter TIT. In the presence 
of imperfect capita], markets, it is presumed to be less costly to. 
finance search from one's own resources than to borrow (Schmidt 
(1973)); hence the inclusion or the asset and income variables. 
Finally, the number of dependents is presumed to vary positively with 
search costs, since said dependents presumably lead to a faster de- 

15 

pletion of financial resources. 

Horizon . As we have seen, it has been customary to assume that 
the Job that ic .accepted to terminate the period of unemployment will 
last the rest of the worker's career. Consistent with this convention, 
a variable (HORIZl) was constructed to measure the time remaining to 

, 16, 17 
the expected age >^-f retirement. 

But a more plausible assumption, especially in the case of 
younger workers, is chat the expected tenure on the postunemployment 
job is the relevant horizon span. For this reason, expected tenure 
variable (HORIZ?) was, created from data on interfirm mobility in the 
manner described in Appendix £; it is used as an alternative measure 
of the length of the searcher's horizon. 

15as Holt (1970, p. 6ln) put it: "We do not f 

out permanently for an offer that conforms to his supply curve while 
his children starve and his wife pleads with him (emphasis m 
original) . " 

l^Retirement at age sixty-five was assumed for those -i^^^^^ed men 
who did not report an expected retirement age, as well as all of the 
young men (who were not asked about their retirement plaiis;. 

1' Although the retirement decision may be endogenous (i.e., conditioned 
by the unemployment experience), this variable is not, since it re- 
fers to expected retirement age as of 1969, the beginning of the 
period under consideration. 
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Sunnnary . Table 5 summarizes the above discussion. It indicates 
how the empirical variables are posited to be related to the theoreti- 
cal concepts, and should be self-explanatory. 



The unemployment duration model 

In this section a multivariate model is presented that constitutes 
a test of the hypotheses set forth in the first two columns of Table 1 
on p. 15. The log of the duration of unemployment is regressed on the 
variables listed in Table 6."^^' "^^ The expected signs of the co- 
efficients of these variables are listed next to them; the predictions 
follow directly from Tables 1 and 5- For instance. Table 1 indicates 
that the duration of search is inversely related to the probability 
of receiving an offer for both the young men and the middle-aged men. 
Table 5 indicates that the duration of unemployment is used to repre- 
sent the duration of search, and that the local unemployment rate 
measures (inversely) the probability of receiving an offer. Hence, 
we expect that the (log) duration of unemployment will vary directly 
with the local unemployment rate. 



The theoretical literature reviewed in Chapter II seldom gives any 
guidance as to the specific functional form relating the duration of 
search to its determinants. Hence, both the linear and semlloga- 
rithmic versions of the model are estimated, to ascertain whether 
the conclusions drawn are robust with respect to fxinctional assmp- 
tions. The semilogarithmic form seems more reasonable on the basis 
of the obvious positive skewness of the dependent variable. E-0 
attempted a "theoretical justification," but it was rather cryptic^ 

■^^The variable SKILLl is used rather than SKILL2 in order to abstract 
from wage level differences resulting from cross-sectional (e.g., 
South vs. nonSouth) price variation. 
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Table 5: Postulated Relations Between Theoretical 
Variables and Empirical Variables 



Duration of search 

DUB 
LNDUR 

Returns to search 

LNPOSTWAGE 
DLNV/AGE 

Wape offer level 

SKILLl 
SKILL2 

Probability of recGivini:^-.r^_qffgr 



LOCUE"' 
LMSIZE 
QUIT 

Search costs 

UC 
DEF 

ASSETS 
EXOIIIC 
WFIN 

Lenpth of horiz 

HORIZl 
H0RIZ2 



+ 
+ 



+ 
+ 



+ 
+ 



+ 
+ 



^0 

o 

ERIC 
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Table 6: Independent Variables Hypothesized to Affect 
the (Log of the) Duration of Unemployment 

Young men Middle-aged men 

Wape offer level 
SKILLl 

Probability of receiving an offer 

LOCUR 
LMSIZE 
QUIT 

Search costs 

UC 
DEF 
ASSETS 
EXOINC 
WFIN 

Length of horizon 
HORIZI^ 
BLACK 

^H0RIZ2 will be used alternatively- 



9 
9 
9 
9 
9 



+ 

9 
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An additional variable is included that is not derived from search 
theory. A binary variable indicating the race of the respondent 
(BLACK) is entered, to test for black-white differences in unemploy- 
ment duration, controlling for other variables. At least two studies 
have concluded that there are no racial di -^ev-rnces , but they are not 

. . 20 
definitive. 

A few remarks comparing this model to the studies reviewed in 
Cha,pter III are in order. First, the data set is unusually rich in 
variables that are plausible proxies for search theoretic variables. 
In particular, the opportunity to use the actual duration of un- 
employinent in a spell (as opposed to duration of receipt of unemploy- 
ment benefits or the a.nount of unemployment experienced in a year) is 
welcome. Also, it is very helpf,.a to know whether the instance of 
unemployment resulted in an employer change, and whether it resulted 
from a quit or layoff.'^ Finally, the degree to which observations on 
unsuccessful searchers (the long-term unemployed) are censored is 
minimized. 

20cf Hall (1972); Smith and Holt (l9Tl). Ralph Smith has advised the 
au;hor that the latter study suffered from possible -nsorship b as 
in that spells of unemployment in progress at the end of period 
iere not Lcluded in the analysis; since blacks ^^^^.^f 
be unemployed at the endpoint of the period, the black-white dilier 
ential may have been understated. 

^^The small number of cases of discharge, conscription, and imprison- 
ment are excluded from the analysis. 

22^,3 censored cases in this study -P--"\^!;f ^l^f^ °',^r',Sa?ror 
employment in progress at the time of the 19T1 survey, "one u 
o? thSe spells is not ascertainable. There were ^3 "onenrolled 
young men who were unemployed in the 1971 survey week and for whom 
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The analysis of transition rates 

Recall that we are interested in the question of whether the 
transition rate (i.e., the probability of moving from unemployed to 
employed status) is invariant with respect to the elapsed duration of 
unemployment. It can be shown that the Weibull distribution has the 
property of a monotonically increasing, constant, or decreasing 
transition rate, depending on the value of a single parameter. That 
is to say, the hypotheses stated in Table 2 can be evaluated by 
estimating the scale parameter of the Weibull distribution. The de- 
tails of estimation are spelled out in Appendix D. 

The Weibull parameters are estimated separately for the samples 
of young men and middle-aged men. However, there may still be a pro- 
blem in that it may be heroic to assume that all observations are 

data on the independent variables listed in Table 9 could be ascer- 
tained. About half of these young men (according to Feldstein 
(1975)) would have returned to their original employers and hence 
not been included in the sample used in Table 9; the remainder, 
about 22 respondents would have been added to the sample of btiO 
observations used in Table 9- By similar reasoning, there were 
about 21 censored observations on middle-aged men compared to Ibi^ 
included observations (the longer duration of unemployment for this 
cohort makes censoring quantitatively more important, although even 
here, only 11. h percent of the potential observations were ex- 
cluded) . 

Suppose that we were to impose the requirement that all included 
respondents be employed at both the beginning and end of the two- 
year period, even though the spell in question fell entirely be- 
tween the two points, as was done in several of the studies reviewed 
in Chapter III. Then 273 of the 688 observations on young men and 
30 of the 163 observations on middle-aged men would have been ex- 
cluded, over and above the excluded cases referr d to above. 
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generated by the same distribution, l-his problem of heterogeneity 
may lead to a bias toward the conclusion that transition rates are 
decreasing.'^ ^erefore, the samples are further stratified (to the 
extent sample si.es permit) by variables found to be important corre- 
lates of unemployment duration in the analysis performed in the pre- 
vious section.'^ The goodness of fit of the estimated distributions 

. 25 

is tested using the Kolmogorov goodness of fit statistic. 

The acceptance va^ie model 

in this section the hypotheses summarized in the third and fourth 
columns of Table 1 are tested. Table T lists the variables that are 
hypothesized to .iTect the log acceptance rate of pay ( mPOSTV^AGE ) , 
the dependent variable. Tl.c expected signs of the coefficients should 
be self-explanatory, in light of Tables 1 and 5. The model is esti- 
mated separately for the young and middle-aged samples. In addition, 

'^Kaitz (1970) fouxid that for the labor force as a whole ^^e long- 
iTl'^eZlU were least liKely ^ reTu To\ete 

TeVe^tial ^ ^a: Vaf^e^ demrtratS ^ore formally by 

Proschan (1963). 

2^The fact that we are dealing with two ^P^f/^ i;,^sr^"^,f "^trotlf i- 
Zlts in a oertain degree of "homogeneity" without 
cation. In support of this assertion, examine the means for 
variables DUR and LNDUR reported in Table 0. 

25The test essentially involves comparing the actual and l^HHJlf^^ 
the cumulative distribution function. 1%%^°"^^^^^,^^:^ 
statistics ^nown generically as statistics of 

Smirnov type (cf. Conover (l9Tl) , f : also used in 

considered superior to chi -square te.ts , ^^ich are 
situations such as this (Conover (1971), P- ^^^l- 
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for the young men, the model set forth in Table 7 is run vith DLm^AGE, 

26 

the annual gain in the log hourly rate of pay, as the dependent vari- 
able, in order to assess the possible distorting effects of on-the- 
job investments (cf. pp. i5-l6}. This procedure is similar to the 
one used by Lazear (l976). 

Note that one of the hypotheses which are tested here concerns 
the relation betwef^n unemployment duration and acceptance rates of 
pay. The variable used to represent unemployment duration is LNDURRES, 
the deviation of the actual value of LI-HDUR from the "predicted*' value 

generated by the model proposed In Table 6 above and estimated in 
27 

Table 9 below. Recall from Chapter II that search theory postulates 

that essentially the same set of exogenous variables affects both log 

duration and log acceptance rate of pay. Clearly, LITDURRES is 

28 

'^purged" of the effect of these exogenous variables. Hence, the 
simultaneity problems (i.e., spurious correlation between the unemploy- 
ment measure and subsequent wages jaused by cominon determinants) that 
plagrae, say. Burgess and Kingston (1976) are done away with. 



^^This variable is defined more precise''-y in the Glossary (Appendix 
B). 

^^A more formal definition is riven in Appendix B. 

^^More formally, MDURRES is the residual of the regression estimated 
in Table 9. As such, it is orthogonal to (i.e., strictly un- 
correlated with) the exogenous variables for that sample (Theil 
(1972), p. 113). Since the sample used for the acceptance wage 
model is somewhat smaller, the condition of strict orthogonality 
does not hold, although LNDURRES is uncorrelated with the indepen- 
dent variables in the limit. 
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Table 7: Independent Variables Hypothesized to Affect 
the Log of the Acceptance Rate of Pay 



Yoimg men Middle-aged men 



Wage offer level 
SKILL2 

Probability of receiving an offer 

LOCUR 

LMSIZE 

QUIT 



Search costs 

UC 

DEP 

ASSETS 



+ + 



' th . h pri.zon 



a t i^jiL c se&^rch 



^LACK 



? ? 



This model compares favorably with the studies reviewed in 
Chapter III for the same reasons as the unemployment duration model 
specified above in terms of richer and more accu '\te data, and in 
terms of minimizing censorship biases. 



CHAPTER V 
EI^IPIRICAL RESULTS 

The imep'ployiaent duration model 

The model specified in Table 6 in Chapter IV was estimated for 
samples of 688 observations for the young men and 163 observations for 
the rdddle-aged mer^. The suiamary statistics are presented in Table 
8; the regression results are presented in Table 9. Additional results 
for the sample of young men and subsamples thereof are presented in 
Table 10; additional results for the middle-aged men are presented in 
Table 11. The results will be discussed according to the theoretical 
concepts that the variables represent, as outlined in Table 6. 

Wag;e offer level . The coefficient of SKILLl is never signifi- 
cant, and it has the expected negative sign only in the case of the 
linear specification of the model for the middle-aged men. This is 
consistent with the empirical lioerature reviewed in Chapter III, 
where the estimated effects of various proxies for the wage offer 
level (e.g., number of years of schooling) were found to be rather 
sporadic . 

Probability of receiving; an offer . The coefficient of LOCUR is 
positive for both young and middle-aged men in both the linear and 
semilog specifications, but somewhat surprisingly, it is not statisti- 
cally significant. We can better understand this finding by consider- 
ing layoffs and quits separately. The regression results for these 
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Table 8: Summary Statistics for Yo\uig Men 
and Middle-Aged Men 







Young men 


Middle-J 


iged men 




J' 


Mean 


Std. dev. 


Mean 


Std. dev. 


LNDUR 




1.310 


0.9^7 


1.9^1 


1.130 


DUR 




5.983 


6.TIU 


11.865 


II.25U 

1 


SKILLl 




5.T25 


0.1T8 


5.902 


0.2T0 


LOCUR 




5.3T5 


2.13U 


5.381 


2.691 


LMSIZE 




0.550 


1.016 


O.U5O 


O.8U3 


QUIT 




0.535 


O.U99 


0.2T6 


0.UU8 


UC 




5.^52 


16.731 


23.873 


30 . 30U 


DEP 




0.603 


1.033 


I.U91 


2.023 


ASSETS 




0.853 


U.U51 


12.052 


1T.52T 


EXOINC 




0.031 


0.192 


0.162 


0.662 


HORIZl 




^3.503 


3.055 


9.552 


U.295 


BLACK 




0.356 


0.UT9 


0.301 


O.U6O 


Number of obs 


srvations 


; 688^ 


163^ 







^All variables are defined in Appendix B. 
^For descriptions of the samples, see Table 9, 
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Table 9: Determinants of the Duration of Unemployment for 

Young Men and I4iddle-Aged Men: Regression Results 



1 


Young 


men 


Middle-aged men 


Explanatory- 
Variables 


b 

Total 


Total 


Total^ 


Total^ 


SKILLI 


.23^*1 
(0.88) 


1.5350 
(0.82) 


.0095 

(0.02) 


(-1.2T) 


LOCUR 


.0087 
(0.51) 


.0156 
(0.13) 


(0.36) 


nm 7 

(0.05) 


Lf^SIZE 


.0598 
(1.68) 


.i+735 
(1.89) 


.lOo^ 

(0.91) 


!• j9^-? 
(1.18) 


QUIT 


-.1x3^: 
(-1.:./) 


-.9398 
(■• i.72) 


— . 10 Jo 

(-n.1.3) 


(-0.37) 


UC 


.0012 
(0.50) 


.0038 
(0.23) 


. UU f D 

(2.05) 


. UO I ■ 

(2.UC; 


DEP 


.0659 
(1.71) 


.1+930 
(1.83) 


(-0.10) 


- DTS^ 

— . u 1 J\J 

(-0.16) 


ASSETS 


-..0ii6 
(•1.37) 


-.0882 
(-1.U8) 


-.00U2 

(-0-71 J 


.0212 

^ U . 3 1 ) 


EXOINC 


--.1597 
(-0.8U) 


- 1+7^*0 
(-0.35} 


(0.6?) 


1. 9330 

(1.1+3) 


HORIZj. 


.0210 
(l.il) 


.11+55 
(^.28) 


-.03U2 
(-1.50) 


-1.5l'9 
(-0.68) 


ELACK 


. 1293 
(1.6T) 


1 . 0690 
(1-95) 


.01U6 

(0,06) 


.9371 
(0.1+2) 


CONSTANT 


-1.039^ 
(-0.51) 


-9.6U31 
(-0.67^ 


1.98)+1 
(0.83) 


I+O.86UO 
(1.72) 


R*^ (adjusted) 


.011 


.015 


.021; 


.030 


F ratio 


1.79 


2.02 


l.Uo 


1.51 


N'jmT^er of observations 


688^^ 


688^^ 


163^^ 


1^-3'^ 



6'o 
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Table 9 (continued) 

^-statistics are in parentheses, 
''^Dependent variable is LITDUR. 



'Dependent variable is 



DUR. 



^Sample consists of all instances of unemployment of at J^ast one 
week's duration between the 1969 and 1971 surveys for which data 
on all relevant variables were ascertainable. 



Table 10: Determinants of the Duration of Unemployment ^ 
for Young Men: Additional Regression Results 





Samples 


Explanatory 
VarialDles 


Layoffs^ 


Quits 


Total^ 


Total^ 


SKILLl 


.3558 
(0.82) 


.0816 
(0.21*) 


.2259 
(0.82) 


.01*62 
(0.19) 


LOCUR 


.OU38 
(l.TO) 


-.0200 
(-0.8T) 


.0061* 
(0.36) 


-.0060 
(-0.31*) 


L.MSIZE 


.OTSvS 
(1.32) 


.OU87 
(1.05) 


.0569 
(1.59) 


.01*63 
(1.25) 


QUIT 






-.1181* 
(-1.51) 


-.1067 
(-1.33) 


UC 


.0010 
(0.38) 




.0009 
(0.37) 


.0011* 
(0.57) 


DEP 


.1109 
(2.03) 


.0191 
(0.31*) 


.0601 
(1.53) 


.0511 
(1.31*) 


WFIW 






-.293I4 
(-1.1*1*) 




ASSETS 


-.021*14 
(-1.58) 


-.0050 
(-0.51) 


-.0119 
(-1.30) 


-.0180 
(-1.88) 


EXOINC 


.2288 
(0.T6) 


-.1*833 
^-2.00J 


-.293I* 


-.2605 
V —J. . ■J'- 1 


HOBIZl 


. 0220 
(0.8T) 


. 0137 
(0.66) 


. UlDl 
(0.98) 




H0RIZ2 








.0333 
(0.71) 


BLACK 


.0836 
(O.TO) 


.1761* 
(1.73) 


.1396 
(1.76) 


.1285 
(1.50) 


CONSTANT 


-1.9958 
(-0.60) 


.2089 
(0.08) 


-.7570 
(-0.36) 


.9006 
(0.68) 


R (adjusted) 


.010 


.007 


.012 


.011 


F ratio 


1.36 


1.33 


l.lh 


1.66 


Number of observations 


320^ 


368<^ 


672^ 


6iif 
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Table 10 (continued) 



a 



't-statistics are in parentheses- 
^Dependent variable is DUR. 



^Sa^nple is the sa^e as described in Table 9, footnote d, except 
that it is further restricted to instances of layoffs. 

^Sa^ple is the sa^e as described in Table 9, footnote d, except 
that it is further restricted to instances of quits. 

ble WIN is ascertainable, 
ble H0RIZ2 is ascertainable. 



0 /. 



Table 11: Determinants of the Duration of UnemployTnent for 
Middle-Aged Men: Additional Regression Results 





Samples 


Variables 


b 

bay o IIS 


b 


Total^ 


Total^ 


SKILLl 


-.3613 

(-0.73) 


1.0333 

(1.36) 


.06U9 
(0.16) 


.1682 
(0.29) 


LOCUR 


.0U15 
(1.15) 


-.1^58 
(-1.W) 


.0111 
(0.32) 


.OU87 
(1.09) 


MSIZE 


.2391+ 
(1.87) 


-.6180 
(-1.87) 


.109^ . 
(0.92) 


.2U36 
(1.68) 


QUIT 






-.1303 
(-0.55) 


.2780 

(0.89) 


UC 


.0066 
(1.78) 




.0076 
(2.06) 


.007^ 

(1.61) 


DEP 


-.038ii 
(-0.60) 


.0069 
(0.09) 


-.0067 

(-O.lU) 


-.0917 
(-1.23) 


ASSETS 


.OOOU 
(0.06) 


-.023^ 
(-1.63) 


-.0057 
(-0.95) 


.oooU 
(0.06) 


EXOINC 


.U219 
(1.67) 


.0127 
(0.08) 


.0960 
(0.70) 


.8277 
(2.76) 


HORIZl 


-.0227 
(-0.81) 


-.OU96 
(-1.23) 


-.1U03 
(-1.45) 




HORIZISQ 






.0056 
(1.12) 




H0RIZ2 








-.00U8 
(-0.1U) 




.0270 
(0.10) 


-.1U96 
(-0.35) 


.0U33 
(0.19) 


.3992 

(1.26) 


CONSTANT 


3.8116 
(1.32) 


-2.7356 
(-0.61) 


2.0756 
(0.87) 


.3331 

(0.10) 


R^ (adjusted) 


.032 


.062 


.026 


.o6h 


F ratio 


iM 


1.36 


1.39 


1.56 


Number of observations 


; 118"" 




163^ 


8U^ 



60 



Table 11 (continued) 



^t-statistics are in parentheses. 
^Dependent variable is DUR. 

Sample is the same as described in Table 9, footnote d, except 
that it is further restricted to instances of layoffs. 

•^Sample is the same as described in Table 9, footnote d, except 
that it is further restricted to instances of quits. 

^Sample is the same as described in Table 9, footnote d. 

^Sample is the same as described in Table 9, footnote d, except _ 
that it is further restricted to observations for which the varia- 
ble H0RIZ2 is ascertainable. 



61 



two types of turnover can be found in the first two columns of Table 
10 for the young men, and the first two columns of Table 11 for the 
middle-aged men. We see that the effect of the local labor market 
unemployment rate on the log of duration is positive as expected in 
cases of layoffs for both cohorts; in the case of the young men, the 
coefficient implies that a one percentage point increase in the local 
unemployment rate produces an increase in unemployment duration of 
about 4.i| percent, or about 0.3 weeks in the neighborhood of six 
weeks (the sair.ple mean), and it is statistically significant at the 
five percent level. But the coefficient of LOCUR is of the "wrong" 
sign, albeit quite insignificant, for quitters in both age groups. 
This. may reflect a selectivity phenomenon. We know that the inci- 
dence of voluntary turnover is countercyclical; i.e., workers hold on 
to their jobs rather than quit when aggregate demand is weak (Parsons 
(19T5)). This phenomenon would tend to "dampen" the observed adverse 
effects of labor market conditions on quitters. FurLxj- lore, it may 
very well be the case that the effect of LOCUR on unemployment dura- 
tion is even greater for those workers who are laid off and do not 
change employers (who are ex- iiKu-i irjm this analysis) than for those 
who are laid off and do change eiL. Loyers (who are included)."^- 

■^As was noted in Chapter IV above, temporary layoffs ending in recall 
are not included in this analysis because such instances of unemploy- 
ment do not seem to provide an appropriate "experiment" for testing 
search theory. It should also be noted that the NLS data simply do 
not permit an analysis of that type of unemployment comparable to 
the analysis presented here, for reasons too numerous to discuss in 
detail here. 
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The effect of urbanicity (LMSIZE) is positive for both age groups 
and statistically significant for the young men. Thus the hypothesis 
that residence in an area that (presumably) contains more potential 
employers leads to more "efficient" search does not appear to hold 
water. But again, an interesting quit-layoff distinction is apparent 
from the first two columns of Tables 10 and 11, respectively. The 
effect of LMSIZE is positive for layoff victims and negative for 
quitters. This phenomenon can be explained if we assume that unem- 
ployment benefits are more "liberal" in Jurisdictions with large labor 
markets.^ In that case, LMSIZE would be a proxy for "potential" 
benefits, and according to an argument set forth in Chapter VI below, 
quitters (who are generally ineligible to receive benefits) have a 
greater incentive to become re-employed as benefits increase. 

Quitters experience spells of unemployment that are 11 percent 
shorter than those experienced by layoff victims, in the case of 
young men. Among middle-aged men, the difference is 10 percent. 
These findings are, of course, quite consistent with our a priori, 
hypotheses. 

Search costs . The level of weekly unemployment compensation (UC) 
is positively related to unemployment duration, as expected, but the 
coefficient of UC is significant only for the sample of middle-aged 
men. One possible reason for the small effect of UC in the younger 



^This conjecture is confirmed by the correlation between the variables 
LMSIZE and UC in the middle-aged sample (r = .35)- But the correla- 
tion is very weak (r = .03) in the younger cohort, mainly since so 
few respondents receive benefits, even in instances of layolls. 
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sample is essentially demand-related. The probability of recall to 
the previous employer is presumably greater for younger workers them 
older workers who, due to their seniority, are "immune" to the waves 
of temporary layoffs that occur from time to time. That is to say, 
older workers who are laid"" of f are usually laid off permanently, with 
little hope for recall. The effect of the unemployment insurance 
system is to increase the probability of recall and decrease unemploy- 
ment duration for temporary layoffs, since experience rating msLkes 
unemployment costly to the employer. So even though the younger 
workers in our sample did change employers ex post , the ex ante 
possibility of recall may have affected their unemployment duration. 

Further analysis of the estimated effects of UC and their policy 
implications may be found in Chapter VI. 

The other variables presumed to affect search costs (DEP, ASSETS, 
EXOINC) are all insignificant correlates of unemployment duration 
among members of the middle-a^ed cohort. But the results for young 
men are somewhat different. The coefficient of DEP is positive and 
significant in both the linear and semilog specifications, consistent 
with the hypothesis that those young men with more financial resources 
at their disposal (in this case, those with fewer dependents) use 
said resources to purchase information about job opportunities, as 
opposed to using them to subsidize a longer wait for a suitable Job. 
The negative coefficients of ASSETS and EXOINC, although not so ^ 

^The author is indebted to Daniel S. Hamermesh for the following 
scenario. 

6'S 
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significant statisticaaiy , snvv^rt the sarie hypothesis. So does the 
negative coefficient of WFIN in the model reported in the third col'oinn 
of Table 10. For that matter, the relatively small positive co- 
efficient of UC for young men, discussed in the previous paragraph, 
may be explainea by the apparent tendency of young searchers to use 
their weekly benefits to purcaase information, nut thei is no 
obvious a priori explanation for this difference in behavior between 

the two cohorts . 

Expected horizon . The a priori expectation was that those re- 
spondents with longer horizons over which returns to search would 
accrue would have an incentive to "hold out" for a better r^- '^i-^ 
hypothesis is not borne out. The effect of the variable HORIZ] is 
positive and sirnificant at the ten percent level for young men in both 
linear an 1 semilo- variants of the model. But the coefficient of 
HORIZl is of the theoretically inappropriate sign (i.e., negative) for 
the older sample. It was precisely for this group that the effect of 
impending retirement was supposed to be most important. A variant of 
the model in which LI^DUR is postulated to be a quadratic function of 
HORIZl was estinatea for the middle-aged men;^ is presen- c : a the 
third column of Table 11. The a priori expectation was that tn- 



^ It may also be tha^ the ability to acc emulate assets and to generate 
nonlabor income flows is a positive Sanction of one's human capital 
(i.e., ASSETS and EXOTIC '..-2 proxies for the wa^-e offer level;. 

W to collinearity, this node] could not be estimated for the 
younger coho.t. 
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effect of HORIZl would be positive but decreasing with HORIZl (i.e., 
the coefficient of HORISl would be positive but the coefficient of 
HORIZISQ would be negative).^ In fact, the ertimated coefficients are 
not of the expe-ted signs (althourh neither is highly significant). 

On the nuppositi^' that it is expected tenure on the first post- 
unemploynent Job, rather than expected tenure in the labor force as a 
whole, that is relevant to an ^onenployed Job r.eeker's behavior, the 
model was re--estirnated with H0RIZ2 in place of HORIZl; the results 
are presented in th-:? last col^M^v.r. of Tables 10 and 11 for the younr. 
men J nii ldlo- ,,:ed T::en, respe^ti Vf-^ly . Expected tenure does not 
appear to have any explanatory power. Of course, thij variable is 
C'Or.evhat crude in any over.t. Firct, H0RIZ2 is an objective measure of 
exnected tenure derived from turnover ^lata. \Vhat is really required 

a measure - the respondent's subjectively perceived expected 
tenure.^ F>e:ond, II0RIZ2 is constructed using infomation on the 
occupation in which the respondent accepted the job that terminated 
unemployment; i.e., ex post information on the market in which the 
unemployed person was searching. In li^ht of the healthy amount of 

g 

occupational r?.obility of unenploye'l persons, it is likely that many 
people search more than one occupational market. 

semi-intuitive Justification for this expectation arises from the 
.umerical examples presented in footnotes 9 and 10 of Chapter I". 

'^However, Stephenson (19T6) did have Just such a measure available in 
his study of unemployed youths and it was not sif^^i ficaritly co^-re- 
lated with unemployment duration, cet. par . 

^See p. 15 » footnote 
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Additional remarks . Young blacks experience spells of unemploy- 
ment that are about 13 percent longer than those of young whites, cet^ 
par . This is a statistically significant "residual" that search 
theory has yet to explain. The estimaoed racial difference for 
middle-age-d men is much sna]Ier (less than two percent). More than 
anything else, these figures reflect the fact that there t^re gross 
racial differences in unemployment duration anone young men, but not 
middle-ae_-ed men. The mean of LNDUR is 1.00 for whites and 1.19 for 
blacks in the younger cohort. Among older men, the direction of the 

racial differences is actually reversed; the mean of LIJDUR is 1.96 for 

9 

whites and i.90 for blacks. 

Table 9 shows at a glance that virtually every conclusion drawn 
above is robust witli respect to the functional form chosen. Hence, 
the supplemental results presented in Tables 10 and 11 all are based 
on the semilocarithrdc vari:mt (which makes more sense, ajnong other 
reasons, because the dependent variable can only take positive values) 

Although certain obsc'ved differences between the behavior of 
quitters and layoff victims were noted in the discussion above, the 
Chow test for ciifferen-es in the estimated vectors of coefficients as 
a whole^° sh-v^e'i no significant difference beween the two groups in 



^These figures imTDly .-e -.etric means of 2. 71 weeks for white younc 
men, 3.22 weeks for b^ack youn," men, T.08 weeks for white middle-aged 
men, and 6. 71 weeks for bluck ~iddle-aged men. 

^°Cf. Fisher (1970). 



in either the younger or ,7iiddle-aged cohort. 

The reported F ratios show that none of the vectors of coeffi- 
cients reported in Tables 9 thro^onh 11 were significantly different 
from the null vector. This ir not inuGual. for models of this sort 
using niicroaata. 

The distribution of unernploymerit d^oration 

The object of this part of the analysis is to see whether the 
probability of re-eniploynient varic-s over the course of a spell of 
unemployinent , prcs.j:iably because of revisions in the .job seeker's 
search polii^y. The results are presented in Table .12. As Appendix D 
shows, a value of b that is f:reater than unity indicates that the 
probability of findin/: a .job in the (t + l)th week, c^^en that a 
worker has been unable to find nn acceptable ,1ob for t weeks, is an 
increasinr, rionction of t. Table IP shows that the probability of 
re-enploynent is essentially constant, confirming the preliminary 
findin.^s prervnited in Carr '197T). Those results were based on an 
analysis of data for yo'onr; men only. It was expected that older 
workers would be n. re likely to exhibit an increasing transition rate 
(i.e., probability of re-employnent ) . because they were less ericum- 
be red by ninimurn wa/^e lavs and such, but that is not the case. It 

"^"^Of course, as has been noted by other researchers (cf. Kalachek 
(1969)), relatively few old^r men enter unemplo:'Tnent except through 
layoff. The sai.iple sizes reported in Table 11 support t;hat con- 
clusion. Unfortunately for the researcher, the smaj 1 n-imber of 
middle-aged quitters makes statistical tests of this sort relatively 
meaninr:less . 

^'^See, for instance, Ehrenberr and Oaxaca (19T6). 
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Table 12 : Estimated Weibull Parair.eters of the Unemployment 
Duration Distribution for Younc and Middle-Aged 
Men, by Race, Wage Level, Reason for Separation, 
and Level of Unemployment Benefits 



YounK men 
Whites 

b 

Low SKILLl 
Layoff 
Quit 

High SKILLl^ 
Layoff 
Quit 

Black? 

Layoff 
«iuit 



Number of 
Ob s e rvat ions 



ilT 
lU5 



173 



Ihh 
171 



5.5331 
It. 2707 



5.3592 
3.8317 



1.0869 
1.1189 



1.0114 
1.2185 



5.8080 1.0561 
14.8U57 1.0881 



(t)' 



(0.9U) 
(1.1^3) 



.1088 



(O.lU) .Y\1.9tlti# 
(2.87)***.1788### 



(0.68) 
(1.15) 



.1193^^ 
.l593/'## 



Middle-ap:ed men 

Layoff 
Low UC^ 
High UC^ 

Quit 



72 
72 
59 



9.1982 
1U.7183 
8.7^*91 



I.OU57 
1.0380 
0.9221 



(0.37) 
(0.31) 
(-0.57) 



.1115 
.0992 
.1096 



»»» Significantly (greater than cae at th-; one percent level. 

ittt Significant at the five percent level. 

htl Significant at the one percent level. 

a Indicates whether b is significantly greater than one. 

b A value of SKILLl greater than ^n'.300) is considered "hich." 

c A value of UC greater than 25 :-S considered "high." 
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was also expected that young men searching: froin hi^^her wage offer dis- 
tributions would likcvjise be mere likely to make ooviiWard revisions in 

wage demands and .i^*nce to in'^rease their chances of finding a job, but 

1*^ 

that hypothesir* is alSvi noi. confirmed. 

Table 12 does indicate chat ^'or young men at least, quitters are 
more likely than those who are laid off to exhilLt increasing transi- 
tion x'ates. There is nothing in search tiieory that would yield such 
s-n a pri'jri hypothesis. Perhaps the layoff victims who were included 
in this analysis ^'riginally e:-;pected to be recalled, as most layoff 
victims do. If that \:eve the case, their behavioi* would be 
"passive," ana there v;uuLd be no necessary reason for their probabili- 
ties of re-emplojTient to increase systematically from week to week. 
At some point thc?y woulci have ha<i to search I'or alternative employers, 
and to adopt (and perhaps revise) a reservation wage strategy; other- 
wise they would not have changed employers, and thus have been in- 
cluded in this sample. The statistical technique employed here -.'annot 
"pick up" sucli a change in behavior; it posits that transition rates 
are either increasing, const:int, or decreasing throughout. 

The K'aLrnogorov goodness of fit statistic (K) was generally signi- 
ficant for the younger men, indicating that the "reasonableness" of 
the assumption that tiie dui*ation of unemployment followed a Weibull 

-I o 

There is a good deal of evideru^e that minimum wage lavs cause higher 
levels of youth une::ployment (for instance, see Ragan (1977)). Tlie 
findings presented here do not contradict those studies, but they do 
tend to rule out one mechanism whereby minimum wage laws have an 
effect. 

-^^Cr. Feldstein (1975). 

/ 
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distribution could be questioned. 

AS was mentioned in Chapter II above, a constant transition rate 
fro. unemployment to employ:nent is not inconsistent with the search 
paradigm under certain assumptions. But there are other explanations 
for such a phenomenon which do not require the assumption that workers 

^ o^^..-oe ^hese will be discussed in Chapter 
adopt explicit search strategies- .hese wiix 

VI. 

The acceptance va f;e model 

The multivariate model outlined in Table 7 in Chapter IV was esti- 
mated for samples or 565 observations for the youns .en and 119 obser- 
vations for the middle-aeed .en. Su:n.ary statistics for these croups 
are given in Table is/^ The regression resul^,.-, , e presented in 
Table LU. Additional recression results are presented in Tables 
and l6. 

^^^^ 

here) that there were statistically ^^f ^^""^"^/{'g^f p. i8T) has 
tween actual .nd predicted behavior. ^J^^^^^'^^^^ji^Sstrfbution 

—ion"- n-er-^ctS 

preiisi wfl/rSerd Z SrSi^e S large enou.h." 

I6^e universes useo in .able 13 -^subsets of the ^^^^ 8^-^!-^!:- 
Those for whom the log acceptance ra.e v^yj-^ n ^ 
were excluded from the f ormer_ sample. 3y ,,,, the 

13 one can see that the restricted sar.pie .af-.-s lit^i 
iarger sample in terms of relevant characteristics. 
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Table 13: Summary Statistics for Young Men 
and Middle-Aged Men 





Young men 


Mddle-aged men 


Variables 


Mean 


Std. dev. 


Mean 


Std. dev. 


LNPOSTWAGE 


5.526 


0.^i21 


5.659 


o.ghh 


SKILL? 


5.609 


O.2U2 


5.866 




LOCUR 




2.1^3 


5.^i^9 


2.961i 


LT.ISIZE 


0.535 


I.UO6 


O.U75 


0.875 


QUIT 


0.533 


O.U99 


0.269 


O.I4I45 


uc 


5.001 


.15.898 


25.993 




DEP 


0.565 


0.9^^^ 


1.^20 


2 . 0] 5 




0 . 69'i 


^ . S 1 u 


12.i4 82 


15.581 


EXOINC 


0.03^ 


0.201 


0.182 


O.lkQ 


HORizo:a 




3.130 


9.8UO 


I4.15O 


BLACK 


0.333 


O.U72 


0.227 


0.14^1 


LNDURRES 


0.018 


0.917 


0.005 


1.060 


Number of Observations 


565^ 


119^ 



^All variables are defined in Appendix B. 

^For descriplionr, of the camples see Table lU , footnote c. 
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Table lU: determinants of th- Aoceptan.ie Rate oi' Pay for 

Youns Men iind Mi .idle-Ai^ea Mei.: RefTresin.c>n Result.. 



Explanatory 
Variables 



SKILL2 

LOCUR 

LMSIZE 

QUIT 

UC 

DEP 

ASSETS 

EXOINC 

HORIZONl 

BLACK 

LNDUnRES 

CONSTANT 



Young men 



lidd] e-.'i;;ed men 



Total 



R (adjusted) 
F ratio 

Number of observations 



.681+8 
(7.53) 

.0127 
(1.75) 

-.0178 
(-1.06) 

-.0073 
(-0.22) 

.OOU7 

.0253 
(1.38) 

.0132 
(2.80) 

-.0759 
(-0.96) 

.0051 
(0.81) 

-.O5U3 
{-l.h2) 

-.OU25 
(-2.51) 

1.3857 
(1.98) 



.21+2 



Total 



.9232 
(2.U7) 

.0016 
(0.51) 

-.0199 
(-0.17) 

-.0313 
(0.1I+) 

.0043 
(1.26) 

-.0113 
(-0.2l() 

.0037 
(0.58) 

.0195 
(0.17) 

.0037 
(0.17) 

.1966 
(0.77) 

.0513 
(0.61+) 

-.0680 

(-0.03) 



565' 



.056 

1.66 

119^ 



Table ik (continueu) 



^-statistics are in parentheses • 
^Dependent variable is LNPOSTWAGE- 

^Sample consists of all instances of unemployment of at least one 
week's duration between the 1969 and 1971 survey for which data ' 
all relevant variables are ascertainable - 



Table 15: Determinants of the Accept.aru-o B^.tc of .'m^ 
Table ^^^^ ^^^^^ Additional R..r,rer,r.rion Results 



Explanatory 
Variables 



Samples 



SKILL2 



LOCUR 



LMSIZE 



QUIT 
UC 

DEP 

ASSETS 
EXOINC 
WFIN 
HORIZI 
BLACK 
LNDURRES 
CONSTANT 



Layoffs 



.6096 

.0092 
(0.88) 

-.0093 
(-0.38) 



.ooHt 

ih.hO) 

.0292 
(1.25) 

.0191 
(3.31) 

-.1293 
(-1.03) 



.0115 
(1.21) 

-.0957 
(-1.7-) 

-.0362 
'-I.53) 

1.5512 
(1.46) 



Quits Total 



.T8I4I 
(6.25) 

.0151 
(l.lt?) 

-.0352 
i-l.UQ) 



(adjusted) 
F ratio 

Nttmber of observations 



.292 
11.-^2 
261^ 



.0173 
(0.58) 

.0020 
(O.2I4) 

-.02] it 
(-0.21) 



-.0010 
(-0.12) 

-.0122 
(-0.23) 

-.01487 
(-1.96) 

] .0800 
(1.15) 



Totnl 



8.09 
30!!^ 



.6619 
(7.12) 

.0128 
(1.70) 

-.0167 
(-0.99) 

-.010'-; 
(-0.31) 

.00li3 
{3.9^) 

.0210 
(1.1?) 

.01 iP. 
(2. lib) 

-.095'-^ 

( -1 . '-•n ) 

.0212 
(1.93) 

.0063 
(0.99) 

~.Olt73 
(-1.22) 



-.0^21 
(-2.U6) 

1.-US06 
(2'.0U) 



.0H09 
(1.05) 

- . 0006 
(-0.20) 

-.0025 

(-0.32) 

-.0015 
(-0.10) 

-.0001 
(-0.2^0 

-.0125 
(-1.58) 

-.0262 
(-0.7'0 

.0019 
(0.99) 



.0018 
(0.67) 

-.0179 
(-1.05) 

. 006U 
(0.86) 

-.1839 
(-0.62) 



.2':.! 



15-69 

555^ 



.002 
1.09 

365^ 



ERIC 



^9 



75 



Table 15 (continued) 



^t-statistics are in parentheses. 
^Dependent variable is LNPOSTOAGE. 
^Dependent variable is DLNWAGE. 

^Sample is the same as described in Table iH, footnote c, except 
that it is further restricted to instances of layoffs. 

^Sample is the same as described in Table 1^, footnote c, except 
that it is further restricted to instances of quits. 

^Sample is the same as described in Table 1^, footnote c, except 
that it is further restricted to observations for which the varia- 
ble WFIN is ascertainable. 

^Gaciplo is the same as described la Table lU, footnote c, except 
that it is further restricted to observations for which the varia- 
ble DLNWAGE is ascertainable. 
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Table l6: Determinants of the AccepUincc Rale ni' Pay for 
Middle-Aged Men: Additional Regression Results 



Explanatory 
Variables 



Samples 



Layoffs^ 


b 

Quits 


I.0U95 
(1.93) 


.91+03 
(2.63) 


.0216 
(0.58) 


- . 0 "ill 

0 6U) 


1 

-.0623 
(-O.U1) 


.'.1387 
(0.22) 


.OOU9 
(1.21) 




-.0)418 
(-0.55) 


.0162 
(0.1+1) 


.0051 
(0.62) 


-.0002 
(-0.02) 


.1939 
(0.70) 


-.0308 

(-0.41) 


-.00 Ml 
(-O.1U) 


.0051 
(0.23) 


.3^35 
(0.96) 


.1196 

(0.)i5) 


.1070 
(0.97) 


-.1282 
(-1.30) 


-.7965 
(-0.25) 


.0816 
(O.Oli) 


.031 


.202 


1.27ii 


1.870 


0 1 


32'' 



SKILL2 

LOCUR 

LMSIZE 

uc 

DEP 
ASSETS 
EXOINC 
HORIZONI 
BLACK 
LNDURRES 
■ONSTAKT 



R 

F ratio 

Number of observations 



ERIC 



8 



TT 



Table l6 (continued) 



^t-statistics are in parentheses. 
''^Dependent variable is LNPOSTWAGE. 

^Sample is the same as describe in Table lU, footnote c, except that 
it is further restricted to instances of layoffs. 

Sample is the same as described in Table iH, footnote c, except that 
it is further restricted to instances of quits. 
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W. ^e offer level . Those v.r.:ers v::.. .e:.:-che.i ::-a. :.i;:ner v:.ce 
offer distributions ( represen^ou by -.he ■•:.ria..e :.:.lil2'-'; .amered 

better-paying jobs, a? e:-rpect.ea. 

p^^^^i^t^^o^^: -eivia,- :.n offer . The variao.es .OCUI., LI-^SI^E, 
and QUIT had generally statistically insignificanL effec- on accep- 
tance wages. The estimated effeco of the local •.unerrployir.ent rate was 
posiLive and si-iili '^ano lor your:r :;:en 'i: vu. expe--.ea t.o be 
r.eg..tive). Al.hou;:h .Ho is :v.. co-^ois^er.-. wita l_I;riorl 
hypotviesis derived fro:, o.e oearch para-.n, it ooeo .nea licht on 
the validity o:' a oertain alternative tc that oaradi,-.. This :...tter 
is discussed further in Cnapuer vl. 

Search c.sts . The :^-ve: ^ ; ,^:e:::pi. yn:ent c.:.?easat icn oas p-..i- 
tively relatea tn p<.:3tai...ploy::.en : wa.,.: . '7.e eota:.axel elfecto for 
both cohorts vere ol-lar I oe .ween -.r ana f: v. percent for an in- 
crease in weekly beaeflto o:' .,.n aoilars), but the -.efficient for the 
mddle-aced -..on vao n.t soat: .tical ly oiinific.ra, pre3..::ably .u. to 
the s.all sa.nrO . o:.e. Chapt.o- V; .reoerto .-e.-t.ir. e.cenoions of 
these resal- o ana a ai.caroi . tnel.- .elevan:e ' r pubiic policy. 

Ti:e I.ve. _.f aro-.ts an:: vi f.- inco.e naa a o.v.ificant pooltive 



offec^ Tor the y'-y^i.yy -■•-np:';, -i:: pr^- ii^- .^-.i 
again, altornaLlve exp.£:nati ■- ..k.^i. 

I < - -v. r-.> I Lit I ai::^^e"r: 

human capital :^t.o--c ^^re re r .lv..^.^. - - - - 

(a function of preunaTnp: oy::;t:ri. ^^.r. ^ ^u.. a.:hi^.vir:c hifh 



^'Of course CKILL2 also ji;.; rporateo • ■ ,• -..^^ -.^ > 

tion and hence ero.is-occ . ' ,0.1 ... ^i-i- " >. 
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pcstune2r.ployi':ent rates of pay. ''>l: •■■ise, the variables representing 
search cosxs were .generally statistically insi^^nif icarit . 

Expected horizon . This variable -^'^r^l the c-'pected positive esxi- 
:*.ated effect on acceptance vaf^es fc ohorts, but neither co- 

efficient was statis oi.jally sif:nifi 

The duration of search . Tlie variable LI'DJEREl: (the lor duration 
of imern^j ''pur^^e']" ot" sy::te:::a* i c ccr.'iponents ) was sir:nif ic:antly 
:ierj;a lively . • •.. ed to acceptance rates of pay. The explanation con- 
oli'tent with search the cry ir t}\'j^z "^hose v:ho are unemployed lon^^er 
'■cvLso their v;ace der:.an1s d'. vrivar-.i . :"Jt t;ie ovi'ience in Table L.; does 
::^rcr::'ly cir^r :.vr, r/n:jit c^inc] us ion , since an ot "iouc corrni^.iry 
that r^.-';er:-- :-eZa>:ed thel/ vc^f^e demands wou].d increase their 

• ; h .: . ^' o J. ^ ■ * ' 1 r. . ' a / - -h t h e r* e by , oet. par . C h ap t e r VI contain 

further ^^ir.- --f }i-w th^c^e fin^Jin/:s iriirht be recorici le^: . 



'ihe equations i:i which IiC.MZI is replaced by HORIZP are not reported 
here, because Lhe ex post nature of H0RiZ2 (see p. ( -j) causes 
spurious positive cm-relation between accentance wages and expected 
tenure. Tnat, is to say, random, infjuences that cause a searcher to 
be IT." r*e successful In terns of hlr^her post'onenp.'! -(yTnent wages are 
also likely, by the sam.e token, to lard him in an occupation 
characterized by Jov turnover, ^unless the searc .er limits himself 
to seekin^: Jobs in a sincle occupation from the start. Very little 
is known about this -i^pect of the search behavior of the unemployed, 
nut' nearly enoo.di ::iake sound interpretations of an observed 
relationship between accepnrinco \/aP:es a:i i expected tenure, as de- 
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employed workers aiffei-ci sitnif : e... c : y ^■ne-:h.r ti:c/ quit or were 
laid off was tested by esti-itin- the pararH-.err, ' '^^ basic iriode.. 
for the two croups; th? res'-lt.-. the rer. appear in the rir^t 

two coiuons o:- Tabl^ 15, .rc..;-'^^ ^i-; resul ts Tor -id-;: e- 

aged men appear in Tablo i6. A -,.o-.' -.est oh-.>wed nr. sicniTici-"^. diiTer- 
enoes between the se-s o:' coeA-! ..ienti: ^'^ - vholc - r either -:oh r-t; 
furtherniore, there vor^ " ^c:^-A, -'i cant difrevences In th. c-.eA: i.:ients 
of any indi'/i ^ua; -.'ariabi''' 

There was no 3icr;i rd"--^:-'- -u.-ia; ■!! i'-<u-oni -la:: : ^-Ivial pcst- 
■jnenployT:;.?rit rates 'if . 

Reeai: fr"^-'- '^hapt,,.- th-. :■>::- Arr-:a. . 'i^'T^) A-urr: 

tha^ fcr yruncer v-rk.r-.- ■■' ■ - : ^ ^ -^''^^^V ■ ■ j::.e- 1 '.o.ip^-nsati ..n 
not significantly aAfect inlM-.: .„.:epta-K-e ra*-,as r P^^y, IJi" -.Jiiiil^- 
and that th-y conjecture-.. tr:at efi^ec 3 : T nhe benefits we-- 

masked ,y tn^ pr-op-,n:,i A .A s u..e y unr .r-a^-ehers to s-^ek A-dos 

with ■ ..rr n-sp-ts f-' rd- — ' the ,1 i i e cycle, vhich ..re 

n-t aecessari-iy -.ne ,y vA vn \. , lynco". s^^arl-r:; ra.l.;-s ' - i>ay . 
Tha- ir r.,, -r/^ e:--.'^:- - .:,. -y^^- ■..•;:cA;-r on ware rair r'.y 

rate of pay, .orKM:-^*- ' - ■'.r;::::;" ^ ■■- . ■ - - 
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insofar as the estii^ated coefficient of UC renains at about the sar-e 
level in that equation as in the equation reported in zhe first col-orm 
of Table 1^-. Of course, our esti!r.ate of "^he i.Tipact of unemployment 
coni?ensati..n of initial acceptance va^es vas higher than E-O's to 
beein vith, thus parv_^lly obviating the need for this exercise. 

Table 15 does reveal at least one ther interesting pattern, 
Lhoupjh. Those vorkers vho have -ore depenaents tend to earn lover 
wages, cet. oar. , consistent with search theor;/, vhereas che ajii^-sis 
of initial ac-eptar-e vareo yield", the opposite findir.?^. That is, 
persons vho have - re depender.-;s appear to opt for a vace orofile friat 
calls for relatively hi:ji initial earnin.^s, and hence the usual 
analysis of acceptance rates of pay is scnc-what rdsleadint-. r^iLz 
r,..^.^^' Q,,^ t- ,-i Ivanta -03 : onrituiinal data for the pur. orer of 
this sort cf analysio. 



ciT-?-^- ai;d cO':c: ' 

A number of '^yP'^theses conc^minr' the job search "behr.vior of ^on- 
eniploy^'i VorV.ers have been testerl in this study, with the follovlnr: 
results: the duration of ^ane.'nplc^'TrLent of young nen (aged 17 to 29) 
vari^^ direct"^"'^ yith tho Ic'^^- labor rr^rr'-et size and the n^jmber of 
r^ependents . Blacri yo^onr; men tei;d to be unemployed lonr;er than white 
youn^^ nen, pctj^^ J^^^- ^nd layoff victi-s are unenpf •T'^'d lonf^er than 
quitters. duration ^jf unerr;pl o;;mGnt of niddle-a^red men (ar':ed -^8 

to 6^) varies positively vith the vo l':ly amount of unernploy:nent bene- 
fits* t>ut i- ronerally .^n^rorrej ated with any ^zither variable. In 
particular, -/rier^ ■'^^''^ nr- ':-tat:! -tically sicnificant differences by race 
or deC^^<^' o^' :/.:,lit"Ion (lavc^"'^ versus quit"!. 

'The distrihution unen?lo:.7nent duration is avproxinately 
exponential fr^r orAri youn^ '-^^'^ '"dddle-af'cl nen. This implies that 
-the p^'^'babi lity ^■'^avin.-^ liT.empl oyrr;ent in a given week is the snme 
for sh. ,pt-^>"'^"'^ '~inG::\pi oy^^- the lonr-: ^Tn unemployed. 

Pos^:.^-prir ! o:/^-nt hourly o!* ofjy varj/ positively with human 

f-. - yt a. 1 . ^ , , V ..^^ 'iri ci the \ ; ■ ^ in er^r. 1 -^^.Tne u t; b e n e i"i t s f o r be h y oun 
an d I- ^ 1 .-T d o n . ? . j -^.-jy \ i o n ^ the po s 1 1 in einp \. oyvxe ri t ag e o f y o u n r 
r^en varies inversely v'M] ,:ri'-"nn)]nyM,ent durati:>n -dnd directly w:^h the 
l.;cal '-iner?,ril o^/rnent rate , r-e^ _- ''^^'^ :^ 
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Unv p jQQd is optir^al ,ic>3 S'-arch tho--7V 

In this section we vill eva.l'j .^e e M .ru-v - ^..^^ri:..^. i 

job search para^^irT: -r.a>. w;.:. . - . ■ > - ■ 

tested herein. In ^ ::oiur, w:.. -::::r; ' ; ^' : .^n«.i....- 

previously reported 'i:' v;e " '^.'i -so r-:-!^''-''-' rr.r-re -n • ^• 
the "big picturr." c: nr.v lao r r-irkr^^:^ .-.i>e:-.t-. 

The resiu-ts o: .no ..w ,. it.'... .ji^^aoe .u....,, . 

9 ar n lU show that n:^^cr:.'.v ' "-'^'^ .,y:. :'i.n^S33 -^^3 \u 

6 an-^ 7 in Chap^^r :V have noz ^..n ...nf.rrne.. T:. respe : : , t.is 

study does noo di: er rL.<..: ^ — - - 

such study itnat -^-^ J -^-^-^ ^ 

(19TT, p. ^-5^): 

.-, ,. . ■ •• ■; -.-hnique 

I ''c. 3'.".iT:a jiiet 1 c v.^ ..i .i'- : - ■ ~ ■ ,, n 

■ ■ . ^ .1 , . V ^ . r- ■j'-i>--ir li-;" out true 

-„ i iv.--" ^ .^- ov ■• ■=;-- .'et^v.^/^oTi 3' .i.ietnin,-3 Oi 
a record in inef fective . . - conLro. . V.rtua. al.. uf j:he^ 
"action" is in the varia-n.-- o"^ ir-.eres- , tna uner.p. .- ...r: 
insurance voriabif , . . . . 

Furthermore, Lhe robustness one i^hecr:. . the sense that 
diverse phenomena nre e:-:pi.a^ne.. .jj .t^<^ ^-^^ - ^ — 
For instance, se-.rch theory pre lictc a positive 
cciTie on the durarAcr -f unemp: , yT':ci. 
Table 9, especial i" tor oho sarr.pi-e 
theoretic explanation is l-ij^'. 

the more c'^rnKcnt v^n.'- n''!-;r:.n 

from non-vor/v re": *■ : i'. ' '•''i^- ' ■ 



:'i'jct of nr-nlci.j'>r in- 
that 1^ .-i-rtainly conf: ^'^ jy 
riari ■ --r:.--.-' r.^n. But ^' search 



that were th,j case, ^^en the postunemplovnent va^es earned by those 
^.t:\ hig^^^ nonlabor incorae would tend to ce hi.rher, cet . par . Table 

does not bear out this corollar:^ hypothesis at all. 

The ^''indinr; that the probability of locating and acceptinF; a job 

larp^ly invariant with respect to the amount of tine the worker has 
been searching; is not necessarily inconsistent with search tl eor:.^ 
u.i^g^ certair: conditions. The search .heoretic explanation is that 
Wori^ers not revise their ask^n;": vares. But that is not the only 
possible e>:pianation of the phenonenon. It could Just as veil be 
that workers r]< not ^^pt an a^kin.r vare "r.trate.;^^" that divides wape 
Offers into accepta': ^ arul ijnacceptable offers, but that the probabil- 
ity of acoeptinr^ an ef:*er is unity, for all practical purposes. Some- 
tiraes this r-tion e>:p:-cn::ed as follows: ''Unemployed workers don't 
^ear-ch "'\c be::^- o'^'er, ^Ai^y .:i:arrh fo- an offer, period/' Hence, 

the rnaj'^^r leter-iinant of the i^i^^aticn of jjiernplcy-jent is the proba- 
bility ^^cei viri''^ •-'^ ':frer (i.e., de:...::ri ^ide considerations rather^ 
t^'^ji supply si,:ie considerationrO - 

But r.ov c'onsx'ler our firriinr t/r.at acceptance vares are negatively 
cor^rel^ted vith the durvition o" uner.r. Lo:vnent , cet. par . This findinp; 
Is pjjt cons L :£;vr.nt with the apparent lack nC correlation between 
transit! rator; -'U^'^ the .iuration of luiemp Lo:/7nent lui^ler the assunptiori 
" ^•rTh"'"'' - -^^"^ ■"'i';! ut "'n , a*" "•''rest ubv^u'^ tous featur^^* ^'f 
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■ v';t:o \ .eir eneme 



search aodcls ::hfit are 
nir;ht be appropriate fo 

possibility of "Gl.rnc-': . : 
ment itself, esv- c'. V: 
(negative) "sif.na!.'' tc ; 
quality, eau.. 'v^ the '-.'^ 
model wouid n-.i. ''nly 00 
but with TiOGt - ■ - .'t. 
Chapter TT7 '-.'.bovr. . 

nen , at le?!."' , - * 
hicl^ ..111 e::ip ny :-ar' .* 
The r.^andarj ::-^v:'c':\ *:r.'.:' 



1.-. *. : e 



yc^. 



that on.- rt'£':: t o; ; : 
empirical arrily-i " " 
this illf cus- ■ ■ 
rif:ht, Z-) til- vo r-'L- 
labor mar:' ^'■3- ''-r,r : 
next sectio!i- 



''In a Bir.iiar v^;,;,, . ■ . > ^ 

which e-p.i-'>7er:' -n i: r-i . ha//^ ; -airi 
blacks r^ni ^-....u'. " ; '^n the ')a.:i;^ ^f 



force ,:;^.ch au , ^-'S'- 



job applicants 
the ijtandpoipt 
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aggregate demand in those localities would lead to less s.rincent 

wage demands. There may be a plausible explanation in Hall'r. (1972) 

argument that the wage offer level is hi?;her in high unemplo^Tnent 

markets because of demand side considerations: "High wages could be 

paid in cities with high rnployment rates precisely because the 

'■-•*h rates discourage quits, and a work force with a low quit rate is 

more -oroductive (p. 726)." Hall also presents some empirical evidence 

in support of his assertion. Once more, though, the search paradigm 

h 

would have to be modified to incorp rate this effect. 

Finally, it should be noterl that none of our h^-potheses conce: ris- 
ing the effect of the length of the searcher's horizon on search be- 
havior was confirmed. The first "horizon" vroyrf (e:cpected working 
lifetime) did not ■nerform as on^ected, just as it did nc nave the 
exDected effect In the studies reviewed in CI, ptr- * III. :-^:t th^^.. 
pro:cy W'ls s :^newhat suspc-^ to begin with, since it could not tj:c:'lain 
difference.:; In unemp] o^nnent duration between cohorts (i.e., i 1' tim.e 
remaining ^jntil retirement were the relevant "horizon," older workers 
would experience shor* </T' .:p^lls than younge^ v;'orkers, contrary to 
^act). Cn the other hr-:d, the b n^-^-r e:q)ecteu job tenure of older 
men doei: o.^lain Mieir 'iger spells of ;inemplo:/7nent ; however, j'jr 
nr'^xy foi* that variable ' Lo.i to e;q:iain variations in nnemplo^Tnent 

'^Search theorists are ber.inning to develop m.odel o that explain how 
tho wage offer dir-tribution tjiat the suppliers of labor face is 
generated, instea',; '-.v' Lntroducir.,:' L :> ar a deus ex machina . iMJ^dett 
Vi973) and Rnths'-^', i .1 d {;973} have reviewed some of thes..- inodo'ls. 
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duration vithir: cnhnr^r . ■.: 

risk aversion; : .e, ^ r.e-iiv:! 

have an incentive to j:-.:-c:i i-.^^t^r, 

opt for "both short speJ Is •irLerj; . > 
tions and iniuPtries, p-oinc::Lr 

ment duration arA e:«r?ectej o ^^-^r i 
called for. 



■ r J V e e . i vu"i e • np 1 oy - 
'onearch i.' o-'arly 



Policy i rr.'n 1 i c a 1 1 



Perhapr. T.ne 
perspective nr ■ ■ -i' 
of the JM'-IK-;;'.: ::: ' 
res^ilts cornp-:.:-":.: : - 
th^ estiTiat^-*'! 
as s oc i at e. -i i ' : ^ * ^ 
Such r^n incr^' i-/.'-- i 
0, 12 wee>s :^ yo"^ 
men. Ihe .v- ^ •■• 
teen cu-nts -'o. - ,h'" 
coho-t. "rhor^^^- :. 
in Tal: 3 ^^n-: ' . 
thR- ::.ost: nr-v: . 



■>T. .vncjlo hy 
the :';i'"i'il^-' 
^ r-l^.,- ly Mi'ie- 

- , . hi -her 



Cf, Feinb.--rc: 



1 0 



Just as in Tab.i.v?: ^• 
'a -nostunerployrien:: r-^ 
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Perhaps the import of these numbers vould be even more transparent 
if we were to calculate the predicted duration of unemployment and 
acceptance wage for our sanples p:iven the mean value of weekly benefits 
versus the predicted duration in the absence of benefits.' The pre- 
dicted duration drops by 0.02 weeks for young men and by 1.15 weeks 
for middle-aged men.^'^ Iz is well known that in a steady state, the 
unemployment rate is equal to the product of the probability of enter- 
ing unemployment and the dur.-tion of -.jiemployment . Let us assijime for 
the moment that the UI system does not affect flows into unemployment. 
Then the fi/^ures presented in the preceding paragraph im.ply that th 
Novem.ber 19 Tl 'anerjplo:ment rate of 10.7% for males aged 20 to 2U would 
have beeii 10. 6r. in the total absence of* unemplo:/ment benefits; the 
3.2% \an em.pl o:/r-nt rate ^or males a.p:ed 55 to 6h v;ou]d have dropped to 
2.1%. These are not spectacMjlar chances by any means, especially 
when one considers that the impact of the system is greatest on older 
workers, vhose proper:slty to become unempi v^'^i relatively low. 

Calculations of this sort have implications for aggregate econoric 
policy. As Classen (1977, p- --^2) has noted. 



^^'^rhe procedure '.ed to derive Ihese numbers is spelled out in Appendix 
F. 

performed compar'bJe Ci : cu.! 'ii^ions and estimated decrer.r'.es of 0.1 
weeks for yman-^ men and 0.9 f^'t' middle-aged m.en. 

^Of course, the dif frrentiri ! ir.pact by cohort reflects both the hir!ier 
level c" benefits and the greater impact per dollar among older men. 
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increases ir: Linenp^or/nie:-. , -i^--- ^ . i. - ^^^^^^ 

inflationary rate of unervp] oyre: ' ■■^''V ^.^^ ''^^"^ .\ 
Fiscal and monetary policicr^ v- ^ 
with aggregate der\rsc. f -.d'^.u^e': ^-ly ''''^^''^'^ 
vites of inflation vhen ti-y/ -^---^ -' 
Induced unernplcrmont . 



Thir. conjecture 

cor. :iu3ions can ve dravm 

1) The riLS cL^t;:i i- 

2 ) Unerp :.o:.i;:er ^'e: • 
covered by thes'^ :.ia^'».. 
this r;rouT> is prN^L.".Vi-'y a;.' 
changers for voa'r^:i:' r.:'.- 

vell af3 the durati:-r: r^r 
an impact i:' iinc- ^or.^ . '^r. 
the section on ai ri."- 

a segTTient of the ya^-^r 
namely, vor^e-* ; ■ ^ 

qualify fo-r^ beTi:^:Vi ; - 

that are covered : y ^ 
is e:-rpected to ';ar:'^ r ■ ^ 



^^See Hamermesh ''K- TT 
the several state:' . 



. -.'tior^ in 



i '"^ ■ \ t ri 



;^;:'e^ -ya"^"V:er beiOW in 

i t •■ /.pe-r ierr:o in 
•■. .\ion w:.,ref: :^ 
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that they can become re-e:nployed an4 qualify for benefits, just the 
opposite of the effect predicted above. "^"^ Since ^^lere are presumably 
more unqualified workers arnonc yo^onp; men than middle-aged men, this is 
yet another theoretical basis for expecting differences in behavior 
between the two age groups. Unfortunately, the data do not permit us 
to investigate this hypothesis, since we ?annot observe ^^potential" 
benefits for the unquali^'ed, but only actual benefits for the qual- 
ifie-^ 

5) Ihere i'^ an implicit assLimption that the aggregate demand for 
labor is extremel;, elastic' To see this, ass^jme that all benefits 
were cut off and that the formerly insured lowered their reservation 
vmges accordinp-ly . The the formerly uninsured would be '^squeezed out'^ 
of lob opportu:iities ; i.e. , there would be a tradeoff between unemploy- 
ment among the formerly insured and bli' ^'ormerly uninsured, unless 

t* ere were enough vacaucies to go arcmd. 

6) Tliere is a possible upvmrd bias caused by the fact that our 
U' varia."ble reflects actual receipt of benefits rather than potential 
benefits, just as in oth^r 'if.udles (see p. 23 above). 

On the vjhoie, then, even the modest impact of the UT s/rter 
ImDlied by our r-esults is probably overi tatod on balance. 

Similarly"^ our results imply that in the absence of UI benefits, 
the post .n'->rnr v/-ment wages of yo'xn(^ men would be 2.? percent 1 ov/er 

■^■^Cf. Mortensen (1977). 

"^^Tl'ie follov/ing argum.onh has been p^i^ f^orth by Marston (1975). 
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than they are, and the wa^ea of .id.le-a.ed =.n would drop hy 10.6 
,..c.nt." These estimates »ust also be qualified by several caveats: 
1, t^ployers »ay shift UI ..es onto vcrHers through lower wa.e.-: 

(v/elch {1977))- 

2) The iTnpact of UI on future earnings is overstated (under^ 
stated) to the extent that subsequent turnover and une.ploy.ent is 

encourased (discouraged'. 

3) The sul.:;e. r- , ae unemployed exa^nined here (recipients who 
cha:..e .^IC^.r are .ore li.eXy to benefit in t.e of higher 
vages from i. ' UI benefits than non-recipients (the "un- 
<lualified^ '.. --^ora.. layoff victims. 

l.) A£:..lr., . -.r.ra.^e of all ar,.-se:< .groups would be desirable. 
A.t;.. c.-nnot say for sure, the agnresate impact of on 

workers, .a.es is probably smaller tha. what is implied by ou.- result 



Pnllp y imT3licati oJls^J2t^leIL-ilili^gg- 

expected effect of worseninc labor narket conditions (as 
measured by the local unemplo:.nent rate)^" was not "n evidence to 

^ ■ " - ^-r 1^ Q -nercent for the middle- 

lVo esti»at., a decrease ^.^ wao^^^^^ l^ „3n 

S'caule S -the ItaUst^al InsiEnificanc. of the estimated ..pact 
of UI benefits). 

iVon. ...er re.. -,„s , t„e Impact of ^^1;::^^^^^... 
from a policy vie-^-pomt becc.a^c xt .-1.,..- 
Cf. Hameimesh (1977, P- 



any great degree in the findings presented in this study, either air.onr. 
young workers (who presumably would te most affected) or ajnonc workers 
in the pre-retirement years. However, the lator market problens cf 
youth may be manifested not throu-h the duration of unemployment and 
wage changes among job changers (the objects of this study) but by, 
say, increased flows into the unemployed status and by increased dura- 
tion of unemployment amon<: lay.ff victims who are recalled (which are 
beyond the scope of this study). This conjecture receives some 
support from the respective findings of E-0 and Grasso (19TT), both 
of whom used the IILC data, and both of whose models included the local 
unemployment rate as a hypothetical determinant of unemployment dura- 
tion. S-O's sample of young men included both job changers and 
others; they fo-jnd that a one percentage point increase in the local 
unemployment rate produced a 9.7 percent increase in the length of a 
spell, or about 0.6 weeks, evaluated at six weeks, which is roughly 
the sample m.ean for this group (see Table 8 above). On the other ha-.d, 
Grasso found an impact of only 0.1 weeks for each percentage point 
increase in the local unemployment rate for a sample limited to job 
changers . 

The analysis of the distribution of unem.ployment duration is 
relo -ant to the correct interpretation of statistics on the mean 
length of the incomplete spell (i.e., duration up to the survey date) 
for those unemployed as o^ a m.onthly CPS survey, and their relation to 
the length of completed spells (i.e., duration up to the date of re- 
enployment). Salant (1977) has shown that under certain assumptions 
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about the probability of re-emplo^-mcnt and whether it rises or falls 
with time unemployed, the length of the incomplete spell can be a 
poor pro:<y for the length of the completed spell of unemployment, and 
hence that ono cannot casually use CPS statistics as a measure of the 
impact of unemployment on various subgroups of the population. 
The findings presented here (that the probability of finding a job 
is relatively constant) suggest that the one variable is in fact a 
workable pro:<y for the other, at least for certain purposes. 

Finally, policy makers as veil as scholars may wish to know 
whether the sweeping changes in the labor market and fertility be- 
havior of women in recent years have affected the experiences of 
unemployed men.^^ Thi. study sheds some lighx on these questions. 
First, we note that there is no significant relation between household 
size and either of our dependent variables v.. the case of the middle- 
aged sample. But for the young men, an inc • ase in the number of 
dependents tends to increase unemployment duration without increasing 
postunemployment wages, cet. nar. , and an increase in the wife's 
income leads to shorter spells ..nd higher postunemployment wages. 
These findings suggest that current trends toward sraaller fa.T.ilies and 



l^salant analyzed unemployment i at a by occupation He ^°^^'^^r ^^^^ 
stance, that sales workers had the second longest incomplete spel.o 
on average (8.T weeks) but the shortest expected completed bpell 
lengths (3.8 weeks). 

l^The author is indebted to Kristen A. Moore for suggesting the Trolley 
relevance of these results. 

I'^Recall that the wife's income could not be ascertained for the 
middle-aged respondents. 

08 
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higher female labor market activity may tend to ameliorate the unem- 
ployment experiences of young men. However, we must withhold final 
judgment, since we cannot tell from this study whether the increased 
labor supply of women has decreased the demand for male labor, leading 
to a lower wa^e offer level and to concomitant loncer unemployment 
spells and lover acceptance wages • 

Caveats and limitations 

As was emphasized in Chapter IV above, no test of the predictions 
of a theory is any better than the data used to represent the relevant 
theoretical concepts. The !ILS data are of almost unparalleled rich- 
ness in providing data on the personal characteristics of respondents. 
But the data are deficient in some respects, and the conclusions of 
this study must be considered with these limitations in mind. 

The data on unemployment insurance-related variables are not 
ideal. First, the data reflect receipt of benefits, not Ijgal eligi- 
bility; the problems caused by that fact have already been noted. 
Second, the data refer to average weekly benefits over a yefir's 
period; there may be measurement errors introduced when such informa- 
tion is imputed tc eji indivi-lual spell. Third, if the evidence 



■^^As Appendix B indicates, that problem was minimized in this ^ study by 
iiq)uting a zero value to the unemployment benefit variable in cases 
of quits, since quitters are generally ineligible for benefits 
(Haramermesh (l97T), p. 5). Apparently no other user of the TILS data 
has used information on reason for separation to correct the UI 
data . 
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presented Hills (19T6) and Helen (19T7) is sound, the number of 
,eeks for which the respondenc can receive benefits, as veil as the 
weekly amount for which he is elicrole, is of material inportance. 
This information is also not ascertainable fro. the NLS data. 

Also, certain enviror.aental variables (e.s-, local labor .ari.et 
Size a.d the local unenplo,-.ent rate) are imputed to the respondent 

. , ^ the extent that there is 

based on his survey date residence, .o the extenr 

+v,c=:c fictors are measured with 
geographic mobility between surveys, ohese factors 

error, with unclear iirrplicationr. . 

Of course, the use of the duration of unemployment as a pro:<y 
for search "inputs" is not .erfect in this study any more than it is 

, ^t--ie-. in -nc literature In p-: -ticular , data 

in the numerous otnei ..t,. .ic -i-i 

on two factors that .U:nt ,C..ct tv,. n.^ber of offers e ■.. ■ -tad par 
period vould be useful-. n=..ely, t.e division of ti.e betwe.r. search 
and leisure'"' and the purchase of infomatlon. 

nirectlon^ for futur e research 

some potentiaU. "ruitful ..oas for future research have been 

^ c^«r+if-r'- -in connection with the 
identified in the previous two section., 

the theoretical .-or-d cr.piri.al -Jiscussions contained therein, 
this section we identify ofne:^ questions that should be explored. 

^9Z:ZrZI7ello. COTT) aeveiooed ^^]^^:^J^^^:rr 
suits) several ^^^oU^^:^Jo:^n^ :^^ interesting 

Tore offers and shortens uner,plo:,.nent auraoion. 
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First, the eligibility of workers for extended benefits when the 

unemployment rate in a given state exceeds a "critical" level (Hamermesh 

(19TT), p. 6.), a relatively new program not in effect during most of 

the period of time covered by this study or any of the other studies 

20 

reviewed in Chapter III, seems likely to increase the cross-sectional 
variation in the maxinium number of eligible weeks, and hence makes 
that variable potentially more important- Its effects should be in- 
vestigated fully. 

Also, longitudinal surveys as the rILS should be used to stud;y 
the correlates of tepure on the postunemployTnent job. If, say, the 
provision of unemployment benefits fosters "productive" search and 
"good*' employer-employee matches, then the unemployed should stay 
longer at the jobs thi,t they eventually accept, and the effect of the 
UI system would be at least partially offset by decreased turnover and 
the concomitant flows into unemployment. But if UI merely causes 
unemployed job seekers to hold out for wages that are "unusually" 

high compared to thtir skill level, then it may very well cause sub- 
Pi 

sequent layoffs. Reinforcing this latter effect is the effect of 
imperfect experience rating. Experience rating is designed to assess 
a firm's contribution toward financing the UI system on the basis of 
its past layoff practices. Such rating is invariably imperfect, 

^^Hills (1976) has noted that the Federal law establishing extended 
belief its was enacted in October 1970, but unemployment was still 
generally low then. 

^"^The relation between layoffs and the level of wages relative to skill 
level wa: examined by Parsons (l972). 
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causing a tendency to sxxbsiAize rims ruici inductri'..: '..ith unstable 
labor demand.22 The data needed to test these hypotheses vould have 
to come from a follov-iip study covering several years after the un- 
employment experience, to avoid the obvious possibilities for censor- 
ship biases. 

Another avenue for potentially fruitful research is the analysis 
of the detenrdnants cf -on^.^ploy^uent civ.-ation for various subgroups of 
the unemployed, -or instai.ce, it would be interesting to investigate 
the effect of UI benefit levels on those not yet qualified to receive 
benefits, to see whether their search behavior is affected by "poten- 
tial" benefits. Also, a comparative study of the search o.nd unemploy 
ment behavior of those who pres,.>xr,ab]y are seeking alternative employ- 
ment and those who are not would shed much light on the phenomena 
uncovered in this study. Previous studies have generally failed to 
distinguish between Job changers and others, ^is study has made the 
distinction between the two groups, but the data permit em analysis 
based on the former grou. only. Tven that distinction is based on 
whether or not the searcher actually changed employers; i.e., it is 
based on an ex oost distinction. If somehow workers (expecially 
layoff victims) could be classified on the basis of their ex_ante 
perceptions of whether they expect to be recalled to their old eraplo, 

xv,^4- o-T,-! t^- rhil irfo^-raL^lon vrould be most en- 
ers, an analysis that c.a'!-Oxi.o ona^ iMu.i..-^ 

lightening • 

^^Cf. Katz and Might (197T). 
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Finally, the implications of censoring observations on persons 

who are unemployed at the end of the period under consideration should 

be explored fully. The direction of biases caused by this generally 

unavoidable defect in empirical design is usually unclear, to say 

nothing of their magnitude. It has been argued above that this study 

23 

is less afflicted by censorship problems than other studies, but 
that is no substitute for knovrinc hov oiir conclusions should be quali- 
fied by any remaining problems. 



See Dt). i45-U6, footnote 22. 
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APPENDIX A 



PROOF OF EQUATION (U) 



Assume a distribution with density function f(w) such that f(w) ^ 
0, 0 < w < and f{w) = 0 elsewhere. If the distribution is truncated 
from below at w* > 0, then the rnerin of the truncated distribution is 

E^ = A/B, (Al) 

where 

A = f\ V r(w) :iv > 0. 
w* 

and 

B = r ^ f(w) dw > 0. (^3) 
If the distribution is truncated froir: al yve at w* and from below at 
0 < w** < w*, then the nieai^. '^f the truncated distribution is 

where 



C = /''Lv r(w) Jw > 0 (A5) 



and 

■j = /^*»f(w) dw > 0. (a6) 

If the distribution is trimcated from below at w**, the resulting mean 



IS 



E = r^,, w f(w) dv/T^^ f(w) dw = (A + C)/(B +D). (A?) 
3 w w 

Ve wish to show that the mean of the truncated distribution varies 
positively with the lower truncation point; i.e., that 

= A/B > = (A + C)/(B + D). (A8) 
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Since the «e^ of a distribution, ir nuch exists (and we assume it does) 
cannot lie outside the range of values for which the density function 
is positive, we have 

(A9) 

w* <_ = A/B, 

and 

(AlO) 

Hence 

(All) 

C/D ± A/B, 

J. V = F = , a rather 

with the strict inequality holding except when 

trivial case that we can assuir:e away. Equation (All) implies 

(M2) 

BC < AD 

(A13) 

B (A + C) < A (5 + Dj 

(Alh) 

(A + C)/(B + D) < A/B, 
Q.E.D. 




APPENDIX B 



GLOSSARY 



AGE 

The rl^^ or th^ respondent in year-., as of the start of the spell 
of imemploy^nen:. . 

ASSETS 

Net rainily ar^ '.ets, as of the survey date immediately preceding;: 
start' of the spel n'^ unemployment (in thousands of 1971 dollars). 

BLACK 

Equals -^no if the respondent is black, n.nd zero otherwise. 

DEP 

I.a^>-r "f dependents other than the respondent's wife, as of the 
survey 'clc.oot to the -^tart o:' he spell of unemployment. 

DLI^IWAGE 

Eauals the natural logarithm of the 1973 survey week hourly rate 
of pay (in 1971 events) minus LliPOSTWAGE (q.v.), divided by the time 
(in years) between the start of the postunemployment job and the 1^(5 
survey week. 

DUH 

The niomber of weeks the respondent reported looking for work 
between jobs. 

EXOINC 

Inro-ie fr-.m interest, dividen-is, etc., reported at the survey 
closest'to the start of the spell of unemployment (in thousands of 
19T1 dollars). 

HEALTH 

Equals one if the respondent reported a work-limiting health pro- 
blem as of the survey date closest to the start of the spell of un- 
employment, and zero otherwise. 
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HORIZI 

other middle-aged men and all younc men, equals y 
(q-v- ) • 

HORIZISQ 

Equals the square r>l HORIZJ (q.v.). 
H0RIZ2 

An estimate of the respondent's expected tenure on 
job, derived by the method described in Appendix E. 



the subsequent 



LMSIZE 

ment (in millions. . 



LNDUK 

The natural lorxrithra of DW: (q.v.). 



LNDURRES ^ 

calculated accordinc the Tor.ula LHDJKBES = ^f^^^^an^i Ills 
vhere the Xj are the in.eperuien variable • 1-^- ol' 
bj are the estimated coefficients Liven m the -ir 
Table 9 for the younc (niddl e-aged) r.en. 

UJPOSTWAGE 

^e natural U,.:arit... of the hourly rate of pay (in 19^^^^^^^ 
earned by the respondent on the first job Ox a. lea.-t 
duration after the spcii of anenploynent. 

LNWAGETl 

The natural lor..-:.:-, cr .e hourly rate or pay (In 19T1 ceut=) 
earne^by respondent on the 19T1 survey weoK .,ob. 

LOCUR 

. • ^-^ i-.-.or- na>-ket in which the respondent 
The unemployment, rate in t.e ['^^'J'^J^^^^^^^ the spell cf 
resided, as of the survey rxoses. > ^ne be.,ir. . ... 
unemployment (in percent). 
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POTX 

For young men, equals the number of months between the time the 
respondent stopped attending regular school and the start of the spell 
of unemployment (divided by twelve so that it is expressed in years), 

POTXSQ 

Equals the square of POTX (q,v.)- 

QUIT 

Equals one if the respondent quit the last job of at least one 
month's duration preceding the spell of unemployment, and zero if he 
was laid off, 

SCHL 



The highest crade of "ref^ular" school completed by the respondent 
as of the spell of unemplo^f^Tnent • 

3KILL1 



The natural logarithm of the hourly rate of pay (in 1971 cents), 
calculated from the equations presented in Appendix C under the 
assumption that the respondent is a resident of a non-Southern labor 
market with a .labor force of 500,000 persons. 



SKILL2 

The natural logarithm of the hourly rate of pay (in 1971 cents), 
calculated from the equations presented in Appendix C under the 
assumption that the respondent lives in the labor market in which he 
lived at the survey date closest to the start of the spell of un- 
employment • 

SOUTH 

Equals one if the respondent lived in the South at the survey 
closest to the start of the spell of unemployment, and zero otherwise, 

yc 

In instances of layoffs, equals the average weekly unemployment 
compensation per week reported by the respondent for the year in 
which the layoff occurred; equals zero otherwise. 
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WFIN 



For married respondents, equals total income of ^^e wife reported 
at the survey closest to the start of the ^jf^^ '^^^f 
19T1 dollars). For all other respondents, equal., zero. 



appendix c 

deriva::'ion of measures of the wage offer level 

There is an extensive literature dealing with the analysis of 
wage determination using human capital models. In particular, the 
specific functional form which relates the worker's wage to its 
determinants such as schooling and labor market experience has been 
studied by a number of researchers. The theoretical and empirical 
justification of the specific functional form used in this appendix 
can be found, for instance, in Mincer (l97^)- 

The procedure used to define the variables SKILLl and SKILL2 is 
as follows. First, wage structures for whites and blacks from both 
cohorts were estimated using data from the 1971 surveys. The results 
are reported in Table 17; summary statistics are given in Table l8. 
Then the variable SKILLl was defined for each observation by imputing 
a value of 0 for the variable SOUTH and a value of .500 for LMSIZE, 
regardless of the actual geographic location of the respondent, and 
then computing, for the t-th respondent 

SKILLl ^ = ? bj X*j^, (CI) 
where the X* , j = 1, ---^ K, are the (modified) values of the inde- 
pendent variables listed in Table l8, and the b^ are the coefficients 
for the relevant age-race group. Then SKILL 2 was computed using the 
formula 

SKILL2 ^ = E b. X.. , (C2) 
t J J Jt 

-n3- 



llU 



Table IT : Sunmary Statistics 





Young white nen 


Young black men 


a 

Variables 


Mean 


Std. dev. 


Mesin 


std. dev. 


LNWAGETl 


5.8U5 


O.U28 


5.569 


O.U13 


SCHL 


12.UT6 


2.3TT 


10.890 


2.U36 


POTX 


5.2UO 


3.191 


5.651 


3.8IT 


POTXSQ 


l;1.86U 


52.951+ 


U6.UT6 


57.1+17 


LMSIZE 


0.666 


1.136 


0.121 


1.217 


SOUTH 


0.293 


O.U55 


0.638 




HEALTH 


0.068 


0.251 






Ntunber of observations 


1570^ 


j 600 





Middle-aged ' 


white! 


Middle- 


aged 


black ■ 






men 


i 




men 




a 

Variables 


Me 


an 


Std. 


dev. 


Mean 


Std 


. dev. 


LNWAGETl 


6. 


OUl 


0. 


550 


5.638 


0. 


518 


SCHL 


10. 


U58 


3. 


311 


7.302 


3. 


826 


POTX 


39. 


230 


5. 


56U 


U2.1*69 


5. 


877 


POTXSQ 


1569 


922 


UU2. 


883 


1838.079 


500, 


37 1* 


I ISIZE 


0 


.720 


1 


18U 


0.693 


1 


.051+ 


SOUTH 


0 


.2h9 


0 


.U33 


0.613 


0 


.1*87 


HEALTH 


0 


.192 


0 


.391* 


0.159 


0 


.366 


Number of 
observations 


1832^ 


71^9^ 







^'All variables are defined in Appendix B. 

Vr a description of the samples, see Tapie^l8, 

O 
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Table l8: Predicted Log Hourly Rate of Pay Equations, 
by Cohort and Race 



Explanatory 
Variables 


Yoxing . 
, b 
white men 


Young ^ 
black men 


Middle- 
aged ^ 
white men 


- — ' 

MiQQie— 
aged ^ 
black men 


SCHL 


.0801 


.0759 
(11.81) 


.0606 
(12.70) 


.0179 
(2.66) 


POTX 


.0797 


.0272 
(2.33) 


.0001 
(0.00) 


.OOU6 
(0.12) 


POTXSQ 


-.0029 
(-U.97) 


-.0002 
(-0.30) 


-.00005 
(-0.15) 


-.0002 
(-0.57) 


LMSIZE 


.0U5U 
(5.28) 


.0092 
(0.67) 


.0500 
(U.96) 


' .OU7I 
(2.U3) 


SOUTH 


-.1U06 
(-6.51) 


-.3191 
(-9.11) 


-.0899 
(-3.25) 


-.3151^ 
(-7.56) 


HEALTH 


-.0931 
(-2.U9) 


-.I2U6 
(-2.09) 


-.1U67 
(-5.00) 


.0178 

(o.Uo) 


CONSTANT 


U.565T 
(65.18) 


U . 3029 
(U9.65) 


5.U913 
(10.73) 


5.9279 

(7.18) 


R (adjusted) 
F ratio 

Number of observations 


.252 
89.15 

1570'' 


.360 
57.23 

600'' 


.202 
78.10 

1932"" 


.275 
U8.35 

7U9'' 



^-statristics are in parentheses. 
^Dependent variable is LNWAGETl. 

^Sa^ples consist of respondents in the ^^^^J^^f °3:;r 

not enrolled in school and who were employed at the 1971 survey, ana 
for whom data on all relevant variables are ascertainable. 
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Where tbe X„ are the v^ue= of the independent variables, including 
the "raw" values of SOUTH and MSIZE. 

The interpretation of these two variables is as follows. It is 
assumed that variation in vases due to the two seosraphic variables 
represents primarily geosraphical variation in price levels, rather 
than "real" (human capital and health) factors. Hence SKILLl, an 
estimate of the hourly rate of pay a respondent could earn, on average, 
in a Northern con^unity with a labor force size of 500,000, is "purged" 
of such variation in nominal wages, and is the most appropriate proxy 
for the wage offer level in the analysis of unemployment duration. 
SKILL2 is used for the analysis of post-unemployment wage determination 
because the dependent variable in that analysis is also affected by 

1 

nominal wage variation. 

1 ciTTTTi no,nd have been used and the dependent variable 

^Alternatively, SKILLl could have been ^^^^ 
transformed to reflect what that (log) wage wo^ ^^^^ 

Sfcfeii:1n^?:Sref!u tLu^ TZiI have been affected, except 
for the constants. 
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APPENDIX D 

PROPERTIES OF THE WEIBULL DISOTIBUTION 
AND ESTIMATION PROCEDURES 

Properties 

The (two-parameter) Weibull distribution has the density function 
f(t) = (e/a) (t/a) exp (-(t/a)^), 0 < t < (Dl) 
The mean of the distribution is r(6""^ + l) , which is approximately 
equal to a in the neighborhood of 6= 1 (which is the case for the esti- 
mated distributions reported in Table 12 in Chapter V). The variance 

2 1 —1 2 

is equal toa(r(2 6~ +l)-(r(e +l))),a decreasing function of 

e (Johnson and Kotz (l9T0a), pp. 252-253). Figure 1 displays three 
density functions, each with a mean of unity, but with differing 
values of g. The figure should make it clear that the distribution 
becomes less dispersed as 6 increases. 
The instantaneous hazard rate is 

H(t) = (e/a) (t/a)^"\ (D2) 
an increasing, constant, or decreasing function of t as 3 is greater 
than, equal to, or less than unity. This property is interesting 
when the Weibull distribution is used as a waiting time distribution 
because it determines whether the probability of an event occuring in 
the period between and t + At is an increasing, constant, or, decreas- 
ing function of the elapsed time t (Carr (l9TT)). 
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Figure 1: Weibull Density Functions for Different Values of B 
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Estimation 

Let t-j^, . . . , tj^ be a random sample from a Weibull distribution. 
Menon (1963) showed that 

^-1 = JojVi (standard deviation of in t^, t^^) (D3) 

is a consistent estimator of it is asymptotically normally dis- 

2 

tributed with asymptotic variance l.l/(NB ). An estimator of a is 

a = exp (mean of (in t^, t^^) + yb""^), (DU) 

where y is Euler's constant. 

When a discrete distribution f(t) which only takes on integer 
values is approximated by a continuous distribution g(t), the proba- 
bility that t = t^ is approximated by G(t^ + 0-5) - G(t^ - 0.5), where 
G(t) is the cumulative distribution function associated with g(t). 
Since here Pr(t < l) = 0, the fitted distribution g(t) should have a 
range from 0.5 to infinity, as opposed to a range of zero to infinity 
as in the usual two-parameter Weibull case. This is accomplished by 
setting "^3^ = " ^-5' i = I5 ---5 N, and evaluating the estimators 
given by equations (D3) and (DU) using the transformed data. 



APPENDIX E 
ESTIMATION OF EXPECTED JOB TENURE 

If a member of a population has a constant probability p of 
leaving that population in a given period, his life expectancy (i.e., 
expected length of membership) can easily be shown to equal l/p. But 
if the escape probability varies according to the length of time that 
person has belonged to the population, his life expectancy at "birth" 
(entry into the population) must be calculated in a manner such as the 
one described below, which is commonly used by demographers ."^ 

Assume that the probability of separation is in the first t 

2 

periods and p^ thereafter. Then, assuming that separations are 
evenly spaced over the interval, the number of "survivors" after t 
periods is (l-p^t)N, where N is the size of the original population, 
and the average number of periods lived in the first t periods equals 
(l«i2)-Lt)Nt . Since the number of people who survive the first t 
periods is (l-p,t)N and each has a remaining life expectancy of ~ , 

1 

'^or a more detailed exposition, see Barclay (l958. Chapter h) . 

^If the escape rate rises or falls more or less continuously with ten- 
ure (as is the case in most applications), separate probabilities 
for each of a large number of short intervals would have to be used 
in a more complicated formula. 

"^This is , strictly speaking, inconsistent with the assumption that p ^ 
is constant over the interval. It is a very good approximation for 
short intervals. 
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the total number of periods lived after the first t periods is 
(l-p^t)H/p2. After sunnning over the two intervals and dividing 
through by H, 

life expectancy at entrr^ = (l-%)^t)t + l/pg ^^-^ 
For the purpose of this study, expected tenure was estimated for 
a number of age-occupation groups ,^'5 using data from the 1970 and 
1971 surveys of young men and the 1969 and 1971 surveys of middle-aged 
men. It is very well documented that turnover is very high among em- 
ployees who have been with their employers only a few mcnv > Accord- 
ingly', ^^Ithin each age-occupation group, the probability that resp^.n- 
dents who were employed in 1970 (1969) were not employed with the same 
firm in 1971 was estimated separately for "low tenure" and "high 
tenure" groups. For the yo-ang men, "low tenure" was defined as not 
more than nine months' service with the respondent's 1970 survey week 
employer (i.e., t = 0.75); it is at about this point that turnover 
rates begin to level off."^ It would have been desirable to do 

^Sample sizes permitted blue-collar workers to be divided into two 
groups by race. 

^^am-s (1971) and Kohen (197M have investigated the determinants of 
iurnover ^ong young men; Fames et al. (1973) and Fames and Nestel 
(I97U) have performed similar analyses for the middle-aged men. The 
consensus of these studies is that age and occupation J^^^^^^^^"^ ._ 
determinants of turnover. Sample sizes do not permit further strati 
fication on the basis of any other variable. 

^See the references cited in footnote 5, 

"^It should go without saying that separation probabilities do not drop 
abruptly at the end of the first nine months. In fact , they drop 
continuously over that period, and they drop slightly thereafter. If 
sample sizes had permitted, a more complicated procedure alluded to 
in footnote 1 would have been used. 
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likewise vith the niiddle-aged men; un fort uii it ely, the distribution of 
tenure of currently employed members of that cohort at the 1969 survey 
was such that there were few respondents who had only recently begun to 
work with their current employers. Hence, "low tenure" was defined as 
less than five years' service. 

Expected tenure was then calculated by formula (El); the results 
are presented in Table 19. The value H0RIZ2 was crea' M "by imputing 
these values to respondents in the two cohorts according to their 
age,^° subsequent occupation, and race. For those middle-aged men who 
reported an expected retirement age and whose expected tenure, as 
calculated by equation (El), was greater than the time remaining until 
that age, expected tenure (H0RIZ2) was revised downward so as not to 
exceed the tirae renaininf- unti], retirement. 



"^The -utof- r-t ^ive years' service is largely arbitrary; it does ensure 
that'there are sufficient sample sizes to estimate separation proba- 
bilities in both groups. The undesirable consequence of this proce- 
dure is that for the middle-aged men, there is little advantage to be 
Rained by using formula (El), compared to the crude method of taking 
the reciprocal of a separation probability estimated for all members 
of the sample, regardless of length of service. 

^Since there was no 1970 survey of middle-aged men, we can only ascer- 
tain whether there was an employer change over a two-year period be- 
tween ""^^^ ar-I 19'^1. However, this presents no mujor problems, me 
"period"^in "simply redefined as two years for purposes of equation 
(El)- the expected number of periods is then doubled to get the ex- 
peotea number of years. See Barclay (1958) for further details. 

^°The analysis presented in Table 19 is based on data from the 19T0 
(1969) wave of surveys, when the young men (middle-aged men) were 10 
to 28 (hQ to 62) years of age. Unemployed workers m our sample 
could range in age from IT to 29 (U8 to 6U). Those respondents who 
fell outside the age range covered by Table 19 were simply assigned 
to the nearest at,e group. 
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Table 19: Expected Tenure by Age, Occupation, and 



Young men 



Age-occupation- 
race group 



Age 18-20 
White collar 
Craftsmen 
Blue collar 
V/hites 
Blacks 



Number of 
Observations 



a 



Age 21-2U 
vrnite collar 
Craftsmen 

a 

Blue collar 
whites 
Blacks 



a 



Age 25-28 

collar 
Craftsmer 
Blue collar 
Whites 
Blacks 
Service and 
Farm 



113 
95 

185 
96 



258 
ll;8 

1&9 
119 



315 
l8l 

175 
103 

170 



Expected 
tenure (in 
years ) 



2.86 
2.20 



3.97 
2.92 

3.^5 
2.95 



3.31^ 
J. 62 

2.72 



Middle-aged men 



Age-occupation- 
race group 



a 



Age I18-52 

V/hite collar 
Craftsii.en 
Blue collar 
V/hites 
Blacks 
Service and 
Fann 

Age 53-57 
'.^ite collar 
Craftsip.en 
Blue collar 
l^liites 
Blacks 
Service and 
Fan;; 



Age 56-63 
V/hite collar 
Craftsmen 
Blue collar 
Service and 
Farm 



Number of 
Observations 



a,c 



^Here "blue collar" is defined so as to exclude craftsmen, 



334 
273 

1I4O 
7i 

83 



26h 
203 

122 
8-^ 



116 



189 

121 
11? 

110 



Expected 
tenure {in 
years) 



16.70 
10.92 

12.91 
11.07 



12.88 
8.29 

13.20 
8.30 

11.05 



5.01^ 
5.58 

7.33 



There vere an ins 



ufficient n-umber r,f canes to stratify :lus jC(:up':tir)n -roup by age. 



There vere an 
ERIC 



insufficient number of canes to stratify this occupation group by race. 



APPENDIX F 

CALCULATION OF EFFECTS OF UNEf^LOYMENT BENEFITS ON 
UNET^LOYl^IENT DURATION AND POSTUITEMPLOYMENT RATES OF PAY 



This procedure follows that outlined in an unpublished appendix 
to Ehrenberg and Oaxaca (19T6). 

The predicted value of the log of the duration of unemployment 
associated with a given set of values of the independent variables 



LNDUR* = l b X , (Fl) 
j=l ^ ^ 

where b, , . . . ,b, are the estimated coefficients reported in the first 

1 

column of Table 9 for the young men, and in the third column of Table 

9 for the middle-aged men. 

It can easily be shown (Theil (l9Tl), p. 113) that the predicted 

value associated with the sample means of the independent variables 

is the sample mean of the dependent variable, i.e., 
k _ 

LITDUR = Z b X (F2) 
j=l ^ ^ 

Now consider the predicted value implied by a vector of values of the 

independent variables where one variable (in this case, the level of 

unemployment benefits (UC)) is equal to zero, and all of the others 

assume their mean values. This predicted value is 

k k 



LNDUR* = E b X. = E b x - b x = LNDUR - b x (F3) 
j=2 ^ 0=1^"^ 
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The values of the predicted duration of unemployment associated with 
UroUR and LNDUB* are found by taking their antilogs. The difference 

betveen these two values; i.e., 

^QUP* LnDUR (Fh) 
D = e - e , 

is the nmber reported on p. 65 of Chapter VI. 

The impact of unemployment benefits on acceptance wages (p. 

is derived by applying equations (F2) and (F3), replacing LITOUR by 

LNPOSTWAGE, and using the estimated coefficients reported in Table 

Ih. Then, taking antilogs, we get t he predicte d wages with and with- 

LNPOSTWAGE , LNPOSTV/AGE* 
out unemployment benefits; namely, e ana e 

respectively. 1'hen the percentage change in wages caused by setting 
UC equal to zero is 



LNPOSTWAGE* LNPOSTV/AGE (f5) 
PD = P - e . 



LNPOSTWAGE 

e 
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The Center for Human Resource Research is a policy-oriented research 
unit based in the College of Administrative Science of The Ohio State University. 
Established in 1965, the Center is concerned with a wide range of contemporary 
problems associated with human resource development, conservation and utili- 
zation. The personnel include approximately twenty senior staff members drawn 
from the disciplines of economics, education, health sciences, industrial 
relations, management science, psychology, public administration, social work 
and sociology. This multidisciplinary team is supported by approximately 50 
graduate research associates, full-time research assistants, computer program- 
mers and other personnel. 

The Center has acquired pre-eminence in the fields of labor market 
research and manpower planning. The National Longitudinal Surveys of Labor 
Force Behavior have been the responsibility of the Center since 1965 under 
continuing support from the United States Department of Labor. Staff have been 
called upon for human resource planning assistance throughout the world with 
major studies conducted in Bolivia, Ecuador and Venezuela, and recently the 
National Science Foundation requested a review of the state of the art in human 
resource planning. Senior personnel are also engaged in several other areas of 
research including collective bargaining and labor relations, evaluation and 
monitoring of the operation of government employment and training programs 
and the projection of health education and facility needs. 

The Center for Human Resource Research has received over one million 
dollars annually from government agencies and private foundations to support its 
research in recent years. Providing support have been the U.S. Departments of 
Labor, State, and Health, Education and Welfare; Ohio's Health and Education 
Departments and Bureau of Employment Services; the Ohio cities of Columbus 
and Springfield; the Ohio AFL-CIO; and the George Gund Foundation. The 
breadth of research interests may be seen by examining a few of the present 
projects. 

The largest of the current projects is the National Longitudinal Surveys of 
Labor Force Behavior. This project invdlves repeated interviews over a fifteen 
year period with four groups of the United State population; older men, middle- 
aged women, and young men and women. The data are collected for 20,000 
individuals by the U.S. Bureau of the Census, and the Center is responsible for 
data anlysis. To date dozens of research monographs and special reports have 
been prepared by the staff. Responsibilities also include the preparation and 
distribution of data tapes for public use. Beginning in 1979, an additional cohort 
of 12,000 young men and women between the ages of 1^ and 21 will be studied on 
an annual basis for the following five years. Again the Center will provide 
analysis and public use tapes for this cohort. 

The Quality of Working Life Project is another ongoing study operated in 
conjunction with the cities of Springfield and Columbus, in an attempt to 
improve both the productivity and the meaningf ulness of work for public 
employees in these two municipalities. Center staff serve as third party 
advisors, as well as researchers, to explore new techniques for attaining 
management-worke/r cooperation. 

(continued on inside of back cover) 
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A third area of research in which the Center has been active is manpower 
planning both in the U.S. and in developing countries. A current project for the 
Ohio Advisory Council for Vocational Education seeks to identify and inventory 
the highly fragmented institutions and agencies responsible for supplying 
vocational and technical training in Ohio. These data will subsequent y be 
integrated into a comprehensive model for forecasting the States supply of 
vocational and technical skills. 

Another focus of research is collective bargaining. In a project for the U.S. 
Department of Labor, staff members are evaluating several current experiments 
for "expedited grievance procedure?," working with unions and management in a 
variety of industries. The procedural adequacies, safeguards for due P[opess, 
cost and timing of the new procedure are being weighed against traditional 
arbitration techniques. 

Senior staff also serve as consultants to many boards and commissions at 
the national and state level. Recent papers have been written for the Joint 
Economic Committee of Congress, The National Commission for Employment 
and Unemployment Statistics, The National Commission f°'-^'^anpower Policy, 
The White House Conference on the Family, the Ohio Board of Regents, the Ohio 
Governor's Task Force on Health, and the Ohio Governor's Task Force on 
Welfare. 

The Center maintains a working library of approximately 9,000 titles which 
includes a wide range of reference works and current periodicals. Also Provided 
are computer facilities linked with those of the University and staffed by 
approximately a dozen computer programmers. They serve the needs of in-house 
rSearchers and users of the National Longitudinal Survey tapes. 

For more information on specific Center activities or for a copy of the 
Publications List, write: Director, Center for Human Resource Research, Suite 
585, 1375 Perry Street, Columbus, Ohio 'f3201. 



